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FULL COMMITTEE HEARING ON 
THE SMALL BUSINESS 
ADMINISTRATION’S BUDGET FOR 
FISCAL YEAR 2008 


Thursday, February 8, 2007 

U.S. House of Representatives, 

Committee on Small Business, 

Washington, DC. 

The Committee met, pursuant to call, at 10:00 a.m., in Room 
2360 Rayburn House Office Building, Hon. Nydia M. Velazquez 
[Chairwoman of the Committee] presiding. 

Present: Representatives Velazquez, Jefferson, Shuler, Gonzalez, 
Larsen, Bean, Cuellar, Moore, Altmire, Braley, Clarke, Ellsworth, 
Johnson, Sestak, Chabot, Graves, Musgrave, Fortenberry, 
Gohmert, Heller, Davis, Fallin, Buchanan, Jordan. 

OPENING STATEMENT OF CHAIRWOMAN VELAZQUEZ 

Chairwoman Velazquez. Good morning. I call this hearing to 
order. I want to thank Administrator Preston for being here today. 
While this is only his first appearing before this Committee, it is 
clear that with his almost 25 years of experience in financial and 
operational leadership positions he is dedicated to serving the 
small business community. I appreciate Administrator Preston’s 
openness and thoughtfulness and I look forward to work with him 
on behalf of entrepreneurs in this country. 

Today we will review the FY 08 budget for the Small Business 
Administration. This request continues a trend that has seen a sys- 
tematic decline in this critical program that helps entrepreneurs. 
Over the past six years the Bush Administration has continually 
made cuts to the agency. This year the cuts might be different but 
the results are the same. 

We hear time and time again how small businesses are the driv- 
ers of the economy and create the majority of jobs. However, under 
this budget no program receives a substantial increase leaving 
small businesses without the resources they need to succeed. 

What I am so pleased to see the enthusiasm Administrator Pres- 
ton has for working on behalf of our nation’s entrepreneurs it also 
takes adequate funding to run these programs. Of SBA’s core pro- 
grams 75 percent of these are cut, terminated, or flat-funded. One 
example of this is the Women’s Business Center. The Administra- 
tion plans to eliminate funding for at least seven Women’s Busi- 
ness Centers. With the face of business changing cutting the one 
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program whose sole goal is to help the fastest growing sector of the 
small business community makes no sense. 

In addition, Microloan, one of the only programs that provides 
small loans to low-income communities will now be self financed 
forcing start-up businesses to pay thousands of dollars more. These 
changes are completely contrary to fostering a successful business 
model for these entrepreneurs. At a time when we need to be show- 
ing small businesses that we are committed to their growth and ex- 
pansion, the Administration continues to treat small businesses as 
an afterthought. 

Year after year we see more and more programs for entre- 
preneurs getting cut and under-funded. This budget request is no 
different. When you compare SBA’s core budget request to overall 
federal spending, it is the lowest it has ever been during the Bush 
Administration. These are all valuable programs that have contrib- 
uted to some of the greatest entrepreneurial success stories in the 
country. They have opened the door for so many small business 
owners to pursue and achieve their dream of running a business. 

What is most concerning is that the Administration is acutely 
aware of the problems and yet still proposes insufficient funding. 
The reality is that if you do not supply more resources you simply 
cannot effectively run these programs. This is why we have seen 
9/11 loans used for the wrong purpose, the problems during 
Katrina, and an agency unable to detect fraud in the loan pro- 
grams. 

To correct this only one percent of the budget is dedicated to ad- 
dress these challenges. That is short-sighted and would allow this 
problem to persist. It is clear that since 2001 there has been a fail- 
ure to provide the resources needed at the SBA. For that reason 
it has been frustrating to continue to hear how things are getting 
better for entrepreneurs. 

What we have before us does nothing to reverse the shortcomings 
of previous year’s budgets and is just more of the same. We need 
to provide proper funding for SBA core programs so they not only 
run efficiently but expand and help even more small business own- 
ers. This nation’s 26 million entrepreneurs cannot succeed in this 
economy alone. 

I look forward to working with Mr. Preston and Mr. Chabot to 
ensure that the SBA has the funding it needs in the future. If we 
want to invest in small businesses and boost our economy, then we 
have to do more than what is being proposed today. 

Now I would recognize the ranking Republican Mr. Chabot for 
his opening statement. 

OPENING STATEMENT OF MR. CHABOT 

Mr. Chabot. Thank you. Madam Chairwoman. Thank you for 
holding this important hearing today. I want to welcome SBA Ad- 
ministrator Steve Preston to our hearing. While he is not brand 
new to the job this is his first time appearing before this Com- 
mittee so we welcome you, Mr. Administrator. 

At the heart of the President’s spending plan is the goal of bal- 
ancing the budget in five years, I would hope in less than five 
years. This is an ambitious and necessary goal that will require 
Congress to make some tough spending decisions and to act in a 
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more fiscally responsible way than it has been acting sometimes 
over the years. 

I believe such spending discipline is long overdue. Keeping that 
in mind, it is important to ensure that the Small Business Admin- 
istration has the tools it needs to fulfill it’s mission to help small 
businesses, the backbone of our nation’s economy to prosper. Small 
businesses are the primary job creators in our economy creating 60 
to 80 percent of America’s new jobs annually over the last decade. 
They need access to capital to succeed. 

They also need to have a seat at the table when Government is 
handing out contracts and they deserve to be given just consider- 
ation when a federal agency proposes rules and regulations that 
could adverse affect them. I look forward to working with Chair- 
woman Velazquez on these critical issues. 

This hearing is about the SBA’s budget request for Fiscal Year 
2008 but it is important to point out that the President’s budget 
request for small business is more than just the SBA. The Presi- 
dent has proposed making the 2001 tax cuts permanent including 
the repeal of the estate or death tax which its small businesses 
transitioning their business from one generation to the next par- 
ticularly hard. 

The President’s individual rate reduction is also very important 
to small business because over 85 percent of small businesses pay 
their taxes on an individual basis as opposed to filing corporate tax 
returns. These tax cuts returned on average $3,641 to the typical 
small business owner in 2006 last year. The President’s budget re- 
quest proposes realistic funding levels and it would strengthen 
budget authority levels for the primary SBA financing programs. 

The budget request proposes to cut fees, hire more procurement 
center representatives to help more small businesses obtain federal 
contracts and increase services to veterans. It is also important to 
highlight what the budget does not do. The request does not repeat 
many of the mistakes of previous budget requests. It does not call 
for elimination of the Microloan Program. 

It does not call for higher interest rates charged to disaster loan 
borrowers. It does not call for charging higher fees in SBA’s financ- 
ing program to cover administrative expenses. It does not call for 
charging small business development center clients counseling fees. 

With that said, not everything in the SBA fiscal year ’08 budget 
request is perfect. I believe that many of the entrepreneurial devel- 
opment programs at the SBA should have received at least an in- 
flationary increase. If the SBA can receive more than an infla- 
tionary increase to pay for higher staff salary cost and rent, I be- 
lieve that small business development centers and women business 
centers also deserve a similar increase because they face identical 
pressures. 

I know we all look for ward to working with the Administrator, 
the Chairwoman, and the Budget Committee and the Appropria- 
tions Committee to see what can be done in these areas and I yield 
back the balance of my time. 

Chairwoman Velazquez. Thank you, Mr. Chabot. 

Mr. Preston, you are welcome to start your testimony. 
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STATEMENT OF STEVEN C. PRESTON, ADMINISTRATOR OF 
THE U.S. SMALL BUSINESS ADMINISTRATION 

Mr. Preston. Thank you, Chairwoman Velazquez. Thank you for 
your openness with me and my staff, for your commitment to small 
business, and to the agency. I really do appreciate your support 
and look forward to working closely with you and your team. 

Ranking Member Chabot, thank you also for your support. We 
have spent less time together given your newness here in the role 
but we value that time. We appreciate your support and thank you 
for your comments. 

Chairwoman Velazquez, Ranking Member Chabot, members of 
the Committee, thank you also for inviting me here today to dis- 
cuss the Small Business Administration Fiscal Year 2008 Budget 
Request. For those who I have not had the pleasure of meeting, I 
am Steve Preston. I have been on the job almost seven months. I 
along with our new Deputy Administrator Jovita Carranza who is 
behind me here who joined in December, we both look forward to 
working closely with this Committee on issues that support the 
backbone of America’s economy, small businesses. 

The importance of small business to our country is clear. There 
have been more than seven million new jobs created in this country 
over the past three years, just over the past three years, more than 
all other industrialized nations combined helping to reduce our un- 
employment rate to 4.5 percent which is below the average rates 
of the last four decades. 

Two-thirds of those new jobs were created by small business. 
Small businesses drive innovation. That keeps our country competi- 
tive. They provide opportunity to millions of Americans who may 
not find it elsewhere, and they enable transformation in commu- 
nities in our country that desperately need economic revitalization. 

The SBA’s 2008 budget request reflects the continued commit- 
ment we have to America’s small businesses and the vital role they 
play in our economy and in our society. Enactment of this request 
will enable us to continue serving the small business community 
while being a good steward of taxpayer dollars. 

Since joining the SBA I have spent a significant amount of time 
listening to employees, partners, and, most importantly, customers. 
I have reviewed many of the agency’s programs in order to identify 
how to build on our success and to address the areas that need im- 
provement. 

When I came to the agency many of our critical positions were 
vacant. I continued to work to build a team of competent leaders 
and managers which will be essential in addressing our challenges 
going forward. One area of great progress the agency faces right 
now is the Disaster Assistance Program. 

I think we will be talking to this Committee about that next 
week in a separate hearing and I look forward to sharing some of 
the great successes we have had there which have been very much 
based in operational initiatives that we have undertaken in that. 
It has significantly increased the amount of money in people’s 
hands in the Gulf, significantly improved our responsiveness to the 
customers. 

We are applying the same kind of operational reforms that we 
had in that business to other areas of the agency. That is grounded 
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in the belief that we can improve the effectiveness and the impact 
of SBA’s programs and activities markedly and, therefore, our im- 
pact on small business by employing important management prin- 
ciples, by focusing on the needs of our customers, by driving out- 
comes that are important to our country, and by running a compli- 
ant, efficient, and transparent organization. 

In addition, it is critical that we understand any service organi- 
zation’s success is based on the quality and motivation of its work 
force. These are principles that we have used to guide us in our 
plans for the future and in this budget request. It reflects both a 
vision for the agency’s new leadership team and the dedication to 
the fiscal responsibility the agency has demonstrated over the past 
five years. 

It will also allow us to build the agency’s success and provide us 
resources to make much needed improvements. We are requesting 
$464 million in new budget authority. This is a 5 percent increase 
above the enacted 2006 level excluding disaster and Congressional 
initiatives. We also request $329 million in carryover balances to 
fund disaster assistance, funds SBA has on hand already from the 
$1.7 billion in supplemental funding we received in 2006. 

Finally, it includes $21 million in reimbursements for e-gov, busi- 
ness gateway, STB certification, as well as lender oversight. This 
totals $814 million in overall budget authority. This budget will en- 
able SBA to carry out its core functions and begin a number of re- 
forms and improvements. 

These resources will support a total of $28 billion in small busi- 
ness financing through the 7(a)/504 and SBIC debenture programs. 
For 7(a) SBA request $17.5 billion in lending authority. We also re- 
quest $7.5 for the 504 program. Furthermore, SBA request an 
SBIC venture capital debenture program level of $3 billion. 

Because of the strength of our loan portfolios I am also pleased 
to request fee decreases for 7(a)/504 loans and SBIC debentures. In 
this budget 7(a) annual fees go down 5.6 basis points from 55 to 
49.4. The 50 basis point up-front fee in our 504 program would be 
completely eliminated and the annual fee would increase very, very 
slightly, .3 basis points, which is really pennies a day on a typical 
loan. The SBIC debenture annual fee would decrease 18.9 basis 
points.In addition, the budget support to disaster volume of $1,064 
billion dollars is supported once again by carryover from our cur- 
rent disaster funds. 

For counseling and training to small business through SBA’s net- 
work of resource partners we request $87.1 billion for SBDCs, 
$11.8 for Women’s Business Centers, and $4.9 for SCORE. In terms 
of our work force our budget request will support and increase 
2,123 FTEs. That is 86 new positions which would be added in ’07 
and ’08. 

These additional resources are in part replacements for attrition 
at the agency in recent years, but they will also support a number 
of initiatives. Among other things, stronger loan processing, lender 
oversight, greater support of small businesses in our Government 
contracting operations, better employee training and career sup- 
port, and a much greater focus on automation and outreach. 

We have become a growing manager of financial resources. Our 
portfolio has increased 56 percent over the past five years and we 
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now have over $78 billion to oversee. To meet that responsibility 
our budget request includes funding for human capital and infor- 
mation technology. 

We have already made important advances in this area, specifi- 
cally in the risk management area. We have expanded loan and 
lender monitoring systems. We have instituted lender monitoring 
system that incorporates credit performance metrics for our port- 
folio. Credit information combined with the SBA lender’s current 
historic performance allows us to assign risk ratings to lenders and 
play quantitative risk-based methods to evaluation. It dramatically 
improves our sophistication as an oversight agency. 

Through our lender portal lenders now have access to the risk 
ratings and performance metrics through that portal. That makes 
it transparent to them to see how they are rated, how they com- 
pare to their peers, and how they can get on with the job of improv- 
ing if they need to. 

We have also initiated and planned specific funding requests re- 
garding the loan portfolio and investment portfolio which include 
a $4.1 million investment in the loan operation system upgrade. 
That would allow us to proceed with implementation of a system 
to replace our current loan information system for both regular 
loans and disaster loans. It is a very significant undertaking and 
it would take us along a path to get that completed by 2012. 

We have also asked for $1.5 million to support our SBIC oper- 
ation to support evaluation contracts, liquidation planning, and ex- 
amination of those contracts. As many of you realize, that program 
historically is sitting on a large portfolio of investments that need 
to be liquidated and that would help us extract the greatest value 
out of those. 

Government contracting, federal contract dollars are projected to 
increase by 64 percent over 2001 to small business. As I mentioned 
before, the small business share is expected to increase to a total 
of $84 billion. Our responsibility is to ensure that small businesses 
have fair access to procurement opportunities. 

As I have told people before, it is not just an issue of fairness. 
It is a matter of competitiveness and good business. Small busi- 
nesses perform well as suppliers of goods and services. Their size 
makes them flexible, makes them innovative, and often cheaper 
than large companies. It does, however, take a bit more effort to 
find the right small business to fit the bill so we are asking for an 
additional $500,000 to look at how best to serve 8(a), Hub Zones, 
small disadvantaged business communities, as well as women and 
veterans. 

The agency must improve the management of these programs, 
particularly the 8(a) program, and these resources will allow us to 
assess what business process re-engineering needs to be done ei- 
ther through staff alignment or training or technology improve- 
ments. We want to make it easier for small businesses to find con- 
tracts so they can bid on them successfully. We want to make it 
easier for federal contracting officers to find the right small busi- 
ness for their contracts. 

We are also proposing adding nine new procurement center rep- 
resentatives in ’07 and ’08 that would expand the base by 16 per- 
cent. These new PCRs would help build our presence in the federal 
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marketplace. In addition, we are looking at how they spend their 
time and working with them to spend more of their time specifi- 
cally with contracting officers to make them more effective. 

Finally, we are also working to reform contracting goaling and 
reporting. We recognize that there have heen errors in the FPDS- 
NG system. Congresswoman Velazquez, your staff has heen very fo- 
cused on these issues. We appreciate that focus and thank you for 
your support. We in corporation with the Office of Federal Procure- 
ment Policy are redoubling our efforts to ensure that federal agen- 
cies provide accurate data on small business procurements and we 
have developed a score card for rating their agency compliance in 
corporation with their mandates. 

We are also looking for $500,000 to expand our veterans out- 
reach. With the nation’s current engagement in Iraq and its pres- 
ence in Afghanistan the number of vets returning from active duty 
will continue to increase. Our Office of Veteran’s Business Develop- 
ment plans to increase its efforts to educate, to provide programs 
and services to veterans and active duty personnel in three main 
areas, access to capital, management and technical assistance, and 
procurement programs. 

Even though we have made tremendous progress in disaster, we 
are committed to lasting reforms that are geared toward future dis- 
asters. We continue to refine our progress in doing so. In order to 
compliment the re-engineered process that we have already com- 
pleted we have implemented a number of productivity and other 
metrics to track application status and the performance of our em- 
ployees. It also provides management with critical information to 
identify problem areas and implement timely corrective actions. 

We are developing organizational planning measures to improve 
SBA’s disaster response and these include the development of mod- 
els to rapidly forecast loan volume, resource requirements to better 
position the agency to respond to larger scale disasters. We are also 
nearly the completion of a protocol to leverage our field network as 
well to improve local coordination. 

We expect to implement an Internet based electronic loan appli- 
cation that would allow our borrowers to submit required informa- 
tion quickly and accurately. That would accelerate SBA’s ability to 
determine loan eligibility. It also compliments our investment in 
the computer system already which has increased our capacity four 
fold over the last year. 

We have also been evaluating options to access the private sector 
either through specific products or resources to help us handle cat- 
astrophic disasters. 

Finally, one of my highest priorities as an administrator is to im- 
prove the work being done to reach under-served markets in our 
country. In areas where we see high unemployment and lower 
wage rates like many of the rural and inter-city areas of our coun- 
try providing effective support to new and growing small busi- 
nesses can provide much needed jobs, economic activity and reju- 
venation to places in our country that need it most. 

In order to reach these markets SBA has included the following 
proposals in our budget: broadening lender and counselor participa- 
tion in the community express pilot so we can expand this program 
which reaches into many of our under-served markets and provides 
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borrowers with a double benefit of capital and training; expanding 
the urban entrepreneur partnership to additional cities so aspiring 
urban small business owners have better access to capital and serv- 
ices that make them successful; establishing seven more alter- 
native work sites which will allow the agency to make itself more 
accessible to rural small businesses; and expanding the reach of 
our Microloan Program by moving the program to zero subsidy. 

In 2006 it cost 85 cents for each dollar loaned to a Microloan 
intermediary. In 2006 $13 million was spent to provide technical 
assistance to somewhat over 2,500 micro borrowers. At the same 
time there are approximately 13,000 counselors we already have 
through our various ED partners. We also have 68 district offices. 
Together they provide services to a million and a half small busi- 
nesses a year. 

Our aim is to meet more micro borrowers through expanded cap- 
ital and support them with our extensive training and development 
network on a zero subsidy basis. 

As I said before, I believe this is a sound budget. It gives the 
SBA the funds necessary to operate and oversee our core financial 
programs more effectively, to re-engineer and improve our Govern- 
ment contracting programs, and to continue our work with our 
counseling and our training partners. It will enable us to provide 
more effective outreach, be easier for our customers and partners 
to work with through better automation, and fill key staff positions 
in areas where we are clearly lacking the necessary manpower. 

Thank you for your consideration and I look forward to answer- 
ing any questions you might have. 

[The statement of Mr. Preston may be found on page 46 of the 
Appendix.] 

Chairwoman Velazquez. Thank you, Mr. Administrator. 

Mr. Chabot. Madam Chair, can I ask unanimous consent if the 
members on both sides want to present written opening statements 
they could do so. 

Chairwoman Velazquez. Without objection. 

Mr. Chabot. Thank you very much. 

Chairwoman Velazquez. And I would like to announce that 
members will have five minutes to ask their questions. We are 
going to try to keep this to the limit since we want to give partici- 
pation to every member who is here. But I will give latitude since 
we have only one witness here. 

Mr. Preston, thank you so much for your testimony. My first 
question is you stated that this is a very different budget than 
what you have seen in recent years, but you are proposing a budget 
for SBA that constitutes the smallest percentage of the overall fed- 
eral budget under President Bush. The SBA budget proposed to cut 
or fiat-fund 17 or 25 core programs. This is exactly the type of 
budget submission we have come to expect. How is this budget dif- 
ferent from previous budgets? 

Mr. Preston. I think from a number of perspectives. I think, 
first of all, we are asking for a very important expansion of people 
in our agency and this would add 86 people from ’06 through the 
end of ’08. Those people will be focused on very important activities 
to the agency. Specifically better staffing in our loan processing 
centers and for lender oversight. This is very important given the 
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$78 billion portfolio we have in place. It will allow us from now 
until the end of ’08 to expand our PCRs — I know that is an area 
we have certainly heard from you on, Chairwoman Velazquez — ^by 
16 percent. That would add another nine PCRs. And then in a 
number of core areas in our field where we just think we need bet- 
ter staffing for outreach. 

Chairwoman Velazquez. Well, let us talk about one of the pro- 
grams, the Microloan Program. In your testimony you mentioned 
the focus of your team will be to help low-income areas, especially 
women entrepreneurs. The Microloan Program is a very important 
program for low-income communities. Yet, it is going to be basically 
fiat-funded, eliminated, and it is going to be brought into a subsidy 
rate, zero subsidy rate. 

Take one aspect of the Microloan Program, another aspect of the 
Microloan Program, and that is the TA, technical assistance. This 
is a very important part of the Microloan Program. One of the rea- 
sons why since the inception of the program only two loans have 
defaulted. The SBA budget proposal will terminate the TA grant 
and shift that responsibility to the SBDCs and the Women’s Busi- 
ness Centers. 

But seven Women’s Business Centers will be eliminated so this 
change comes at a time when they are struggling with their own 
budget challenges. SBDCs which have been fiat-funded for the last 
six years are seeing counseling. As you can see in that chart, hours 
dropped not because of a lack of demand but because of a lack of 
resources. The SBA budget proposes to terminate seven Women’s 
Business Centers, as I mentioned before. 

Mr. Preston, I have consistently stressed the need to be realistic 
when we talk about resources and this is just another example of 
the agency spreading itself too thin. What generally happens next 
is what we saw after 9/11, Katrina, contract miscoding and loan 
fraud. How at a time when the SBA is fiat-funding programs and 
cutting centers can the SBA expect the same level of service as the 
current TA program provides? 

Mr. Preston. There are a lot of questions in there so let me start 
off with Microloans. Obviously those are all very important and 
valid concerns. First of all on the microlending side. I just want to 
say that I believe microlending is a very important tier capital in 
our country. Microlenders perform an important service. I hope you 
all know that this is the first time in, I think, four years that the 
agency has even come forward with any kind of Microlend pro- 
gram. We have moved from recommending the elimination of the 
program to embracing the concept but trying to do so in a way that 
is on a zero subsidy basis. 

What I would say is the amount of money that we spend in TA 
on that program relative to the scale of that program is very sig- 
nificant. We have made, I think, just over 2,500 microloans last 
year and spent $13 million in TA. We had this vast network of TA 
providers already in place. This is 2,500 loans relative to a million 
and a half people that they counsel so we are looking to leverage 
that network. Some of these microlenders already do leverage that. 

Chairwoman Velazquez. They are not for profit, Mr. Preston. 
Now they are going to be faced with increasing fees and these are 
the people and the organizations that provide technical assistance. 
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As I mentioned to you before, the fact is that in order to help 
lower-income communities and those who want to start up their 
businesses in areas where they don’t have the skills, technical as- 
sistance is an important component. This is why only two loans 
have defaulted since that program started. 

Mr. Preston. I agree that technical assistance is essential and 
we are hoping to support that technical assistance through our re- 
source partners, through our district offices which already handle 
a dramatically higher volume already. 

I also do want to point out that isn’t the only program we have. 
In fact, most of our other programs that reach into these commu- 
nities are dramatically larger so 7(a) loans. Community Express, 
these are all much bigger and have much greater volume. I do 
agree that these microlenders do reach people in many cases that 
the banks don’t. But I think we also have very important services 
into those communities. 

Chairwoman Velazquez. Small Business Centers, SBDCs, they 
are funding has been flat-funded. Already they do not have the re- 
sources to be able to provide the counseling for the people that 
come into their centers. Now they are going to also provide coun- 
seling and provide technical assistance for microborrowers? 

Mr. Preston. Let me comment on that because that was also in- 
herent in your previous questions. The SBDC program. Women’s 
Business Centers and SCORE are all the cornerstone of our train- 
ing and educational programs. They are critical partners for the 
SBA to provide a terrific service and we couldn’t do what we do 
without them. 

I also want to state, I think, we are developing an increasingly 
good relationship with those people in acknowledging that. The 
funds we provide those organizations provide a foundation for them 
to hire and maintain staff and operating class. They do leverage 
what we do and do most of their fund raising outside of what we 
give them. It is important for them to develop that funding base 
outside of the agency. 

We are also working with them. In fact, we have got a series of 
meetings set up with people from the Women’s Business Centers 
to see if we as an agency can help them be more effective in bring- 
ing best practices and fund raising to the agencies or do the 
SBDCs. 

Chairwoman Velazquez. Mr. Preston, I hear what you are say- 
ing. They are great partners but your budget submission doesn’t re- 
flect that. 

Let us move now to one of the proposals in your budget, to re- 
duce the 7(a) lender’s fee. Given your remarks from last week’s 
State of the SBA Address you indicated that lenders are not par- 
ticularly concerned with higher fees so explain to me why did your 
agency choose to reduce the fees for lenders instead of for small 
business borrowers? This is, in fact, the Small Business Adminis- 
tration. I would have thought if you have a chance to reduce pro- 
gram costs, that we would start by reducing the fees for business 
owners. Why did you choose not to do that? 

Mr. Preston. First of all, I do think that these matter to lenders. 
I think what I probably implied in that statement, and this is 
something that we’ve learned time and again, it is not only fees 
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that matter to people. It is all of the other challenges they face in 
doing business with us so being simpler to do business, automating 
processes, that type of thing is very important. 

When we looked at making an adjustment in this fee, as you 
know, the up-front fee to borrowers is a very complex tiering of fees 
going from 2 percent to, I believe, 3.5. We thought this was the 
simplest most effective way to convey a fee benefit and also as an 
incentive to bring more lenders into the system. 

Chairwoman Velazquez. But this program already is too costly 
for borrowers. My question to you is why do you choose to reduce 
the fee to the lenders and not to the borrowers? 

Mr. Preston. As I said, we wanted to provide an incentive for 
new borrowers to come in. What we have found is there are many 
borrowers out there who don’t participate in many of our programs 
and we want to — Madam Chairwoman, one of the observations I 
have had in the agency is when you look at our programs and who 
is lending the money. There are pockets of banks in each one of 
these product areas. 

Chairwoman Velazquez. I understand. 

Mr. Preston. We need to get better engagement in the distribu- 
tion for us to reach more small businesses. 

Chairwoman Velazquez. Mr. Preston, how could by imposing 
higher fees represent an incentive for borrowers? Explain. 

Mr. Preston. This is reducing the fees to the borrowers. I am 
sorry. I may be misunderstanding your question. 

Chairwoman Velazquez. Well, you are reducing the fees to the 
lenders. 

Mr. Preston. I am sorry, to the lenders. I misspoke. I am sorry. 

Chairwoman Velazquez. Now I will yield to Mr. Chabot for his 
questions. 

Mr. Chabot. Thank you. Madam Chairman. 

A few questions. Would discuss, Mr. Administrator, the relation- 
ship between the tax cuts and especially making them permanent 
and the effect on the small business community and the economy 
overall? 

Mr. Preston. I think, you know, one of the wonderful things 
about this job is getting out there and meeting hundreds of small 
businesses. I have had many town hall forums for small businesses 
just to come and tell me their concern because I don’t think I can 
tap into it any other way. 

This is a huge issue for them. They cannot pass on their busi- 
nesses to their heirs effectively if the tax cuts in place don’t sur- 
vive. They are typically people who are running businesses on a 
shoestring often. Every dollar of tax money takes away from dollars 
that they can invest in their business. Taxes are right on the top. 
The other thing, I will tell you, that is right on the top is 
healthcare. 

These come out of the pockets of these people and they impair 
their ability to invest in growth in providing services and providing 
healthcare to their employees. It is felt very robustly by all small 
businesses. How significantly would it affect the small business 
community do you think if we failed to make the tax cuts perma- 
nent? I don’t have statistics for you. Congressman, but I would cer- 
tainly be happy to get back to you on that. Our advocacy group 
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does terrific work in evaluating these types of issues. I think it 
would he unrealistic to say that we would have as many small 
businesses in business if the tax burden on them increased. 

Mr. Chabot. And a significant number of the jobs that are cre- 
ated nowadays in the small business community. 

Mr. Preston. Absolutely. 

Mr. Chabot. Thank you. Next, what are you ideas for increasing 
lending in under-served areas both in cities and in rural areas and 
what ideas do you have to increase capital access for small busi- 
nesses? 

Mr. Preston. I think it really has to do with two primary things. 
It is the product that we offer to make it attractive to the borrower 
and it is the distribution of that product and that is engaging the 
bank network. What I started to say before I got a little tongue- 
tied is when you look at each one of our products they are attrac- 
tive to different people and they are used by different banks. 

If we have a rural product we need to make sure that rural lend- 
ers engage with it and then reach rural customers. We need to do 
two things. We need to do some work on the product development 
side. We are looking hard at a veteran’s product that would be 
within the structure we have right now a better rural outreach op- 
portunity as well as what we have in the inter-city. 

Then we are also talking to our banks about adopting or begin- 
ning to market those products more effectively and determining 
which banks go to rural areas, go to urban areas, and making sure 
that they are either providing the right distribution for those prod- 
ucts. 

Mr. Chabot. Thank you. What can you and what do you intend 
to do to reduce the opportunity for fraud in the SBA’s lending pro- 
grams? 

Mr. Preston. Well, you know, you are probably referring to a re- 
cent fraud that came up that was detected a few weeks ago. I want 
to make a few comments on that. First of all, this was a fraud that 
the loans associated with those frauds happened a number of years 
ago. Since that time the agency has moved very far along in estab- 
lishing an Office of Lender Oversight. That was done a few years 
ago. Expanding that office and bringing more sophisticated mecha- 
nisms to review all of our lenders. 

The other thing I would say is, that having been said, we are 
working closely in light of this recent fraud to see if there are 
things we should be doing that we aren’t. We are bringing outside 
help into the agency to make sure they are looking at our analyt- 
ical techniques, are we referring the right kinds of things to our 
IGs, do we have the right systems in place to support that. 

Mr. Chabot. Thank you. My final question, because I want to 
make sure I am not taking up too much time so all colleagues will 
have an opportunity to speak as well. Could you comment briefly 
on the value and the involvement of small businesses and exports? 
You probably don’t have access to these at this point but if you 
could provide to the Committee dollar and percentage values of ex- 
ports by small businesses, both agriculture and nonagricultural ex- 
ports. 

Mr. Preston. We do have those numbers. I don’t have them 
handy. What I would tell you is export is increasingly important. 
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We provide support for that and we can give you some very good 
information there. 

Mr. Chabot. Thank you very much. I yield back. 

Chairwoman Velazquez. I recognize Mr. Jefferson. 

Mr. Jefferson. Thank you, Madam Chairlady. Every year when 
agencies are preparing budgets and making submissions to 0MB 
and the rest, they put together their own numbers and have a vi- 
sion for what they want to see the agency accomplish. Does the 
budget that we have here today reflect the recommendations that 
your agency made originally in the budgeting process? 

Mr. Preston. Obviously that is a fairly interactive process. What 
I would tell you is I think this budget reflects what we believe is 
necessary to take the agency forward. 

Mr. Jefferson. So this budget reflects your recommendations? 

Mr. Preston. This budget reflects my recommendations. 

Mr. Jefferson. You had no higher ones in no area at all? Every- 
thing you wanted got done here? 

Mr. Preston. I wouldn’t say that. 

Mr. Jefferson. Where did they miss taking care of what you 
wanted? 

Mr. Preston. What I would tell you. Congressman, is we worked 
within the Administration to bring forward a budget that we 
thought provided us what we need to take the agency forward in 
the context of the overall federal budget which obviously has got 
fairly significant spending needs for military, for your area of the 
country. 

Mr. Jefferson. I understand. I am sorry to cut you off. I only 
have a little time. It is fair to say that you had recommendations 
that were different from what we see now in some areas. We will 
find out what those are maybe a little bit later on. Has there been 
less demand for the services provided by your agency in the most 
recent years and now in this current one and the ones you see com- 
ing up or has the demand grown for the agency services? 

Mr. Preston. I think demand has continued to grow for agency 
services. 

Mr. Jefferson. So if demand is continuing to grow, how can we 
justify a budget that cuts back in so many different areas? Let me 
just tell you what is happening back home with us. Seven years 
ago we had 27 employees in our office back home. Now we have 
nine. I think four of these are clerical people, too, who are just fil- 
ing and trying to keep up with things. 

The demand is certainly growing down there. With the new chal- 
lenges we have with the disaster there they are even more signifi- 
cant. 

How can you expect this budget to work when the demand is 
growing not only in our area but all over the country and they are 
operating with a third of the staff they had seven years ago? 

Mr. Preston. The agency overall is not operating with a third 
of the staff but the field has become smaller. We are operating in 
a fundamentally different operating model than we did several 
years ago. We used to do loan processing in branches. We used to 
do all sorts of things in branches that we don’t do today. I think 
going forward, sir, what we need to do is make sure that our 
branches — our district offices, excuse me, are focused on effective 
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outreach and effective counseling for people in the field. They are 
doing a lot of things today that they shouldn’t he doing and we 
want to make them better at spending all their time serving small 
business. 

Mr. Jefferson. The top three positions that are unfilled in our 
office back home are the Deputy District Director to the Loan Offi- 
cer, the Head of Government Contracting. You can’t hire these peo- 
ple because there isn’t any money there. I don’t know how efficient 
he can be if he’s doing all four jobs and getting this done. I think 
it is happening not just in my area but across the board but I do 
know our area best. 

Let me ask another thing if I have anymore time here. There is 
a carryover of $329 million, I think, for the disaster loan program. 
How much of that and does any of it represent loans that are al- 
ready in process there may be some obligation on? Do you know? 

Mr. Preston. What it does is any loans that have already been — 
there are two pieces to that. Congressman. There is a portion of 
that which pays for a subsidy on the loan itself and there is a por- 
tion of it that pays for administrative cost to service that loan over 
time. Any loans that have already been obligated would not be in 
that number. To the extent, for example, that we have loans from 
hurricane Katrina disaster that are serviced along the way, the ad- 
ministrative portion of that would support the ongoing service of 
those funds. 

Mr. Jefferson. Do you think the amount of $329 is sufficient to 
meet the disaster loan needs that you see coming up in the next 
year? 

Mr. Preston. We estimate it is sufficient to meet the need for 
just over a billion dollars worth of disaster loans. Now, if there is 
a very significant catastrophe, and obviously this isn’t the kind of 
thing we can project, what has happened historically is Congress 
has provided supplemental funding specifically to meet the needs 
of that disaster. But this is a very obviously somewhat of an inter- 
mittent process based on the need. 

Mr. Jefferson. My concern is that this may be just an illu- 
sionary number because there is such a demand in this program 
and we still have many loans out there pending. I suspect the 
pending looking at this money already from last year and for 
maybe even years before that and we are acting as if it is totally 
free and unobligated. 

Mr. Preston. Any dollars that are already committed in the Gulf 
are included in the prior budget. It just helps us service those 
going forward. 

Mr. Jefferson. Thank you. Madam Chair. 

Chairwoman Velazquez. Mr. Jefferson, next week Mr. Preston 
will be back here and we will be discussing the disaster loan pro- 
gram in detail. 

I would like to recognize Congressman Buchanan. 

Mr. Buchanan. Thank you. Madam Chair. 

Mr. Preston, I want to go back to Madam Chair’s question on 
fees. The fees that we are talking about with banks, how much 
does that cost us by reduction of all those fees? Do you have any 
sense of that? What do you think it’s going to cost? 
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Mr. Preston. I don’t have the dollar number off the top of my 
head but it is on a portfolio of just over $40 billion so it would be 
5.5 basis points on $40 billion over time. I don’t have that calcula- 
tion for you. 

Mr. Buchanan. Okay. Well, you say 5.5 basis points. I thought 
you said 55 basis points. 

Mr. Preston. I’m sorry, on 17.5. It is on new loans only. 

Mr. Buchanan. Okay. You are talking about three different 
sources of fees. It says 55 basis points you brought up and a 50 
basis point fee that was going to go out of sight. 

Mr. Preston. I was talking about two separate programs. We 
have something called the 7(a) program which is our primary small 
business lending program. There is an up-front fee and then there 
are annual fees in that program. That program we are having a 5.5 
basis point reduction of the annual fee. In the 504 program which 
is primarily a real estate financing program we are seeing a reduc- 
tion in the up-front free which is very dramatic. The reason for 
that is it reflects the credit experience in those two different port- 
folios. 

Mr. Buchanan. But when I look at banks and talking to banks 
in our region, it seems like there is very little effort or marketing 
on behalf of the organization calling on banks. What do you do 
about that? How do you track banks? The second question is what 
size banks participate in the program? Are these small $100 mil- 
lion asset banks? Are you dealing with large banks or what size 
banks? 

Mr. Preston. It is really the entire spectrum. What happens is 
we have different products and then we also have different proc- 
essing methodologies with the banks that are adaptable for the 
kind of bank. For example, if it is a very large bank with a lot of 
IT capacity, they will tend to use a more automated process. If it 
is a small regional bank that might make three or four loans a 
year, they don’t want to invest in an automated process so they will 
do a lot more of it kind of by hand. We do have an entire network 
of thousands of banks that work with us and we would be happy 
to show you kind of who they are and where they lend and that 
type of thing. 

Mr. Buchanan. Being on bank boards it doesn’t seem to me that 
banks that participate in SBAs usually are not motivated as much 
by a little bit of reduction in fees, especially if we are looking for 
additional revenues. Either they want to do it or they don’t. That 
is my sense of it. Obviously I am new to this process but it is some- 
thing I want to kind of look into. 

Mr. Preston. You are on to a very important issue and let me 
just take two seconds on it. I think as much or more than the fee 
is the ease of distributing the product and the ease of doing busi- 
ness with us. A lot of what we are focusing on is that relationship 
and we have begun to engage banks to help us understand how to 
simplify it for them. 

Mr. Buchanan. I think if you get a minute I would like to know 
what collectively all these fees that we are discounting to banks 
what is that costing us or costing the program because I don’t 
think it is as much the reduction of fees, I might be wrong, as it 
is just the marketing and working with the banks. 
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Mr. Preston. I think you are right. I think you are right. These 
fees all keep the program at zero subsidy so basically we look at 
the portfolio going forward based on what our experience has been 
and we need to make the fees fit the zero subsidy in the program 
and that is why these fee reductions are occurring. 

Mr. Buchanan. Thank you, Madam Chair. 

Chairwoman Velazquez. Thank you. I will recognize Congress- 
man Shuler. 

Mr. Shuler. Thank you, Madam Chair. 

Mr. Preston, thank you for your presence today. I would just like 
to reiterate as my colleague, Mr. Buchanan, I would agree. It is not 
so much the loan as the percentage that the banks will be losing. 
It really gets to more of an educational process with the banks and 
with the small businesses that they are actually available living in 
a rural district that those funds could be available for them so I 
think it goes far and beyond just cutting the fees. We have to do 
a much better job of educating the public and educating the small- 
er banks. Not necessarily the large institutions but the smaller 
more community private banks that are in the District. 

I would also like to follow up. We have certainly talked about 
this and Madam Chair has done a great job of showing her passion 
with the Women’s Business Center Program. I understand there is 
re-evaluations or evaluations going with the funding and how those 
programs would be funded. I have a center obviously in a rural dis- 
trict, a micro-center. 

I would just like to make sure that there is going to be adequate 
funding after the first five years and in looking at that to make 
sure that after the five years that the SBA is developing a funding 
formula that will be factoring in these unique challenges in the 
rural districts for these private fund raising programs. Are you see- 
ing that as part of the re-evaluation or evaluation of the funding? 

Mr. Preston. I do. I really think we have to crack this issue. We 
have had 17 centers graduate from the program after 10 years. Six- 
teen are continuing operation, many of them doing well. I believe 
one of them did not continue to operate without the SBA funding. 

As we have engaged with people in the industry, what we are 
trying to do is work with them to see given that there is a lot of 
experience for success how can we help them be more effective in 
transitioning from full Government funding to partial Government 
funding to being sustained all by their own. 

In fact, we will have a number of representatives from the Wom- 
en’s Business Centers in town next week to work through some of 
these issues with us but we would be happy to spend time with you 
in your office or anybody else on the Committee because I do un- 
derstand the issue. These are terrific people who serve a terrific 
need. 

Mr. Shuler. I would like to follow-up with one other question. 
Yesterday the Office of Veteran’s Affairs was supposed to be work- 
ing with the Veteran’s Corporation. Are you aware of any coordina- 
tion between the two groups? 

Mr. Preston. Between which two groups? 

Mr. Shuler. The Veteran’s Affairs Office and Veteran’s — 

Mr. Preston. We are working right now on how to coordinate 
with the VA to reach veterans more effectively. There are a lot of 
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small business owners in the veteran’s community with so many of 
them coming back in the near future, we all hope so we really need 
to make sure we have not only the right programs in place but the 
right outreach and we think through the VA and also through DOD 
we may be able to reach them more effectively so we are working 
with them. 

Mr. Shuler. Thank you. 

Chairwoman Velazquez. I recognize Mr. Gohmert. 

Mr. Gohmert. Thank you, Madam Chairwoman. 

I appreciate you being here today and testifying. I am delighted 
that I am going to be able to bring up a matter that both Mr. Bu- 
chanan and Mr. Shuler did and that is bring up rural lending so 
you get three of those in a row. That is an area close to my heart. 
What are your ideas for increasing lending in under-served areas 
specifically in rural America? 

Especially some of us have areas in which there are agricultural 
entities, state and federal that are moving in different places, con- 
solidating their offices, and leaving for the first time some areas 
even more under-served which might be a good opportunity for an 
SBA office. I am curious about if you have looked at that aspect. 

Mr. Preston. I joke with people but I was the Treasurer of the 
Future Farmers of America in Janesville, Wisconsin area. My high 
school is surrounded by farms on three sides so this is something 
that is sort of in my blood. First of all, our lending to rural has 
gone up dramatically and continues to go up dramatically. It is 
being driven by some of the larger banks who are pushing hard 
into those areas. It appears to be driven less by community banks. 

The Chairwoman has often reminded us that we used to have a 
product called Low Doc that was very effective in reaching rural 
areas. We, unfortunately, had very high delinquency rates in that 
particular product. What we are trying to do is look at why people 
like the product and how we can work with the concepts that 
worked in that product but do it in a more effective way. 

I think we need to look at do we have a product that serves the 
needs of that community, both for the borrower and for those com- 
munity banks. For the community banks it is going to be easy to 
do business with so we have to simplify the process for them. 

The other thing we are doing is we are asking for more funding 
for seven more alternative work sites. I was just out a few months 
ago. These are sort of one woman/one man offices where people can 
come in, get introduced to the agency, often get introduced to other 
agencies, state, local, or federal through our SBA people to help 
them understand how to get support they can leverage the power 
of the whole agency if they have bank relationships. 

So a little bit onsite presence, a better product, and better out- 
reach to those community banks. Our district network is very ex- 
cited about moving forward more aggressively in rural markets so 
I think when we get something they are going to really grab onto 
it. 

Mr. Gohmert. Has there been any coordination, not that I want 
to propose something that is just an anathema in Federal Govern- 
ment but coordination between departments? Has there been any 
coordination between the SBA and the Department of Agriculture 
in that regard to work for opportunities? 
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Mr. Preston. What you find is our local offices do a very good 
job of coordinating with other federal agencies in those local areas 
and they do trade off when they understand, for example, if there 
is somebody from EDA in Commerce in an area where we have an 
office. Sometimes we are even co-located but what I would not say 
is there is sort of a coordinated initiative with the Department of 
Agriculture to design a product right now. Certainly if you have 
ideas in that regard or would like to talk more about it, we would 
be happy to engage with you on that. 

Mr. Gohmert. Just one final suggestion. Something that I ran 
into is there is such a hunger in rural America to take advantage 
and work and grow. We see so many Government entities, both 
state and federal that say, “Gee, I have an opportunity for an office 
there. Let’s go build a building. Let’s go rent the nicest thing we 
can get,” when you have courthouses and city halls that are ready 
to give you space for free if you will just set up an office there. 

Mr. Preston. Sir, we are a scrappy little organization and we 
take advantage of that already. 

Mr. Gohmert. I would encourage even more of that because I see 
great opportunity. 

Mr. Preston. We really do. I appreciate that. 

Mr. Gohmert. Thank you. Madam Chairman. 

Chairwoman Velazquez. Thank you. 

Now I recognize Mr. Ellsworth. 

Mr. Ellsworth. Thank you. Madam Chairman. 

Mr. Preston, thank you. When I came to Congress I didn’t think 
I was going to do this but after reading the New York Times this 
morning I ask my questions based on newspaper articles. 

Mr. Preston. That makes them easier. 

Mr. Ellsworth. I didn’t want it to be that way. There was some- 
thing that caught my eye this morning in one of the articles and 
it was talking about some of your quotes and Mr. Stamler. I don’t 
guess he is here but it was talking about the downsizing in your 
budget. One particular paragraph says, “Mr. Stamler also said that 
although the budget documents show the agency’s budget dropping 
from $533 down to $460 million in 2008 almost $90 million of the 
2006 funds were what is known as earmarks.” Earmarks always 
make my hair stand up on the back of my neck. 

My question is that of that $90 million that he is talking about, 
and I don’t know if you read the article or not because you have 
only been there seven months, is that money that came out of the 
SBA budget that could have gone to other things? Do you have any 
knowledge if that $90 million in earmarks was related to benefiting 
small businesses? Is that enough to go on? 

Mr. Preston. Oh, it is more than enough. Eirst of all, I could not 
get on the list of that earmark with you intelligently right now so 
I apologize. We could easily provide that to your office and let you 
know kind of what the purposes of those were and how we used 
those. 

It is very important to understand that there are three compo- 
nents to our budget and each one of them is slightly different. No. 
1, core operating needs to run the place. No. 2, core needs to run 
the disaster program. No. 3, congressional initiatives. As we have 
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these discussions about running the agency we typically focus on 
the first and the second one. 

Now, what I can’t tell you is back in that budget what the give 
and pull was in proposing a budget without congressional initia- 
tives and then how much it affected our programs. I just don’t have 
that number for you. But certainly when we bring forward this 
budget, which does not include any type of initiative like that, we 
are very strongly requesting that we have the core funding we need 
to run the agency and to the extent that we are asked to admin- 
ister any other initiatives that they not jeopardize what we need 
to run the place. 

Mr. Ellsworth. For the record, the people that sent me here 
don’t like it when earmarks are tagged. If it is a small business 
earmark and it helps the small business of this country and we put 
it in there in a transparent manner, I think they would be fine 
with that. Throwing something in just because they have some dol- 
lars there, that hurts our Committee and I think we need to work 
to clean that up. 

My second question would be if you had the magic wand and you 
found a pot of gold in the budget process or all of a sudden you 
found a drawer with a lot of money in it, where would you put your 
dollars? We are cutting and we know we have to be tight. We know 
we are going to make sacrifices here. Pick me three areas that you 
say need to be increased, you know, FY ’07 loans, microloans. 

Mr. Preston. You know what? There is a message I have given 
consistently and I am not sure that people always appreciate it. 
Part of it is all we come with our own biases and our own back- 
grounds. After spending 25 years in the business world in financial 
and operational roles I see a lot of opportunity to be more effective 
just by operating better by making sure we have funding to sup- 
port outreach, by making sure we have funding to automate proc- 
esses. 

We still have a lot of things where we see stacks of paper like 
this in our warehouses with loan forms. Now, we have come a long 
way but we have a long way to go. In that process I think we be- 
come much more responsive to customers, much easier to do busi- 
ness with the banks, and it just enables the flow of our advice, our 
capital, and our support much better. I would continue to invest in 
the operational effectiveness of the agency because I think that is 
where we can really become much more efective. 

Mr. Ellsworth. I just hope we are doing that and that we are 
being efficient. If the money is type that we look in our houses first 
for places we can — I am not saying you don’t. I would bet that this 
Committee if we find examples that we are not we will call atten- 
tion to it as I expect them to do that to me, too. I appreciate your 
time and I would yield any time I have left. 

Chairwoman Velazquez. Thank you. Now I recognize Mr. 
Fortenberry. 

Mr. Fortenberry. Thank you. Madam Chair. I appreciate your 
leadership in holding this Committee hearing today. 

Mr. Preston, welcome. Nice to see you. 

Mr. Preston. Thank you. 

Mr. Fortenberry. One of the responsibilities of this Committee 
obviously is to have oversight of your agency. It is very quick to 
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get immersed in the details and I want to do that myself but I 
want to back out for a moment and say I think you have one of 
the best jobs in the Federal Government. You call yourself a scrap- 
py little organization. That is perhaps true but you can be a scrap- 
py big cheerleader for one of the most important aspects of life in 
society. 

I mean, small business is where most people are working hard 
to try to get a little bit ahead in life to provide for their families. 
For us to think together as to how we overcome the barriers to 
entry and help more people perhaps engage in the opportunity for 
ownership or expansion, particularly those that are vulnerable is 
an extraordinary privilege. 

I just learned that you have only been here seven months but, 
again, I think you have a tremendous opportunity to cheerlead on 
behalf of what really is a new frontier and that is an entrepre- 
neurial vision in society that allows particularly younger people 
who are rethinking the whole work model to have a chance to use 
their gifts, apply themselves, to take risks when it is possible to 
bring a good product to society and to in turn receive the full fruits 
of their labor. As we discuss all of the nuances of policy and the 
frameworks that have been set up by other people who have come 
before us, I just hope we keep a vision that upholds those ideals 
but I appreciate you being here. 

In that regard, let me ask you something specific. Basically the 
budget is fiat but at the same time you point out that your loan 
portfolio has expanded by 56 percent in the last five or six years. 
I think that is a good indication that you are leveraging limited re- 
sources in a more efficient manner and I think that is a positive 
trend. If you want to comment on that you can, but I do have some- 
thing specific I would like to ask you in regards to the new market 
tax credit pilot. 

Mr. Preston. Yes. 

Mr. Fortenberry. There is a sentence here that summarizes the 
program and I would like you to translate it for me and unpack it 
a little bit and then show examples of how this is currently work- 
ing or how you envision this to work. The sentence says that, “The 
pilot program allows certain community development entities to 
purchase up to 90 percent of the gross loan amount of SBA express 
or community express 7(a) loans up to $150,000 made to NMTC- 
qualified businesses in low-income communities.” 

Help me out here. Let’s translate that a little bit better. Let’s un- 
pack that and how you envision that to be one of the new meth- 
odologies in which you further leverage your resources to help peo- 
ple in particularly vulnerable areas. The other thing is define eco- 
nomically distressed. 

Mr. Preston. Okay. Great. Economically distressed we are talk- 
ing primarily about rural markets and inner city markets where 
we see higher unemployment and lower wage rates. There are a 
number of different federal designations like LMI, Hub Zone, New 
Markets. We are doing a lot of analysis right now to understand 
how those designations map to where the greatest need is and how 
much of the population they cover, etc., etc., etc. 

On the new markets tax credit, in fact. Congresswoman Moore 
was with us in Milwaukee when we announced that pilot. What 
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happens is the Treasury has this new market tax credit program 
which provides community development and the investors in those 
entities with tax credits for investments that entity makes. Typi- 
cally it is more heavily focused on real estate right now and some 
other investment types. 

What the pilot does is it enables those community development 
entities to buy SBA loans from banks so they now buy the loans. 
They get a tax credit for the purchase of those loans. It does two 
things. It frees up capital at the bank so they can make more loans 
to small businesses and it allows them to purchase it in a way that 
provides a financial incentive. Hopefully through that whole chain 
of events we would see value accrue to the ultimate borrower. 

Now, there are some very complicated technical aspects to how 
loans are structured, how these tax credits are structured, and how 
these CDEs are structured that we are working through. What I 
would say is I don’t expect that pilot to be a home run. I expect 
it to provide some incremental benefit and I expect it to be a very 
important learning experience for us in how we can convey tax ben- 
efits to get more capital to people who need it the most. 

We are working right now with banks to understand how we can 
make that more effective. Does that make sense? I appreciate that 
it is a very complicated set of concepts. 

Mr. Fortenberry. We will have to spend a little more time 
working our way through that. Fair enough. Perhaps we can work 
more directly with you in understanding that. Just because you are 
from Janesville I hope there is not a bias toward having new pilot 
projects just in Milwaukee. Nebraska has a need, too. 

Mr. Preston. The Packers are on the television in both cities. 

Chairwoman Velazquez. Time has expired. 

Mr. Fortenberry. Thank you. 

Chairwoman Velazquez. I recognize Ms. Clarke. 

Ms. Clarke. Thank you very much. Madam Chair. Mr. Adminis- 
trator. I just wanted to ask two questions. One in the line of what 
our Chairwoman, Nydia Velazquez, has spoken to you about and 
that has to do with the Microloan Program. For many communities, 
particularly urban communities like mine in central Brooklyn we 
see that as the ground floor of the escalator that really stimulates 
the economy for distressed communities. 

And you state that you are planning on raising the interest that 
the Microloan subsidies pay SBA to offset the cost of the Microloan 
Program but you are zeroing out the funding for Microloan tech- 
nical assistance. Can you detail for us how you expect to really be 
effective with the program if the technical assistance component is 
not married to real effective on-the-ground assistance to folks, one. 

Then, secondly, there is a position that has been vacant since the 
beginning of your tenure which is the Associate Administrator for 
Government Contracting. This goes to the heart of women in mi- 
nority owned business enterprises and their ability to really access 
over 24 different federal agencies. I would like to know the status 
of that position because that goes a very long way in really stimu- 
lating economies in communities like mine. 

Thank you. Madam Chair. 

Mr. Preston. Okay. Let me start with your last question first. 
There are a number of vacancies in that area which we are work- 



22 


ing hard to fill. It concerns me because we have a very big job to 
do. It is an absolutely critical function that we undertake and those 
jobs have been posted. We are looking at candidates and there are 
a few critical jobs there. 

One of my colleagues just reminds me that they are actually re- 
viewing candidates on a panel next week for this specific job. I ap- 
preciate your concern. If we don’t move quickly on it, you can con- 
tinue to push us and you will be back and I thank you for that and 
that is your job and I appreciate it because we need to fill those 
jobs. 

The Microloan Program what we are proposing to do is move the 
technical assistance from the microlender to our network of thou- 
sands of counselors that are already in place that already meet a 
million and a half small businesses a year. We make a little over 
2.5 thousand loans a year in microlending and we have thousands 
of counselors in our preexisting network so we are asking for sup- 
port from those people. 

It is a minuscule addition to their volume. We are actually ask- 
ing for more money to lend to microlenders. We have put out be- 
tween $18 and $19 million to microlenders last year. We are asking 
for authority to be able to lend $25 million which would allow us 
to put more capital out there. 

I will say the capital would be somewhat more expensive because 
today we lose money on every dollar we put out. We are asking to 
break even on every dollar we put out and that is the difference 
in the loan amount. It is not always an issue of cost. It is also an 
issue of access to capital so we would like to expand our reach. 

Chairwoman Velazquez. Will the gentlelady yield? 

Ms. Clarke. Yes. ^ 

Chairwoman Velazquez. Yes, Mr. Preston, it is a matter of cost. 
Microloans for low-income people by bringing this microlending out 
to a zero subsidy it means that some people might have to pay as 
much as $4,000 for the life of their loan. If this is the way we are 
going to help borrowers from rural America and urban centers in 
low-income communities? 

Mr. Preston. I think it is important to recognize that this is one 
product of many products that reach into those markets. I think 
there are also a number of microlenders out there that lend that 
money much more efficiently who cover their cost structure more 
effectively and for whom having more capital would allow them to 
lend those dollars cheaply. 

Madam Chairwoman, I do recognize it is entirely possible that 
there are going to be situations out there where the cost would go 
up. For the borrowers who are probably the least credit worthy, 
that is going to be a burden for them and would have an impact 
on their ability to repay that. 

Chairwoman Velazquez. How are we going to fix it? 

Mr. Preston. I think what we continue to do is expand capital 
out there and expand opportunity, expand resources through all of 
our lending program to continue to try to reach these markets, but 
this one for the amount of money we are lending comes at a very, 
very expensive price to the taxpayer. 

Chairwoman Velazquez. Before I move to Mr. Davis, let me re- 
mind you that year after year of budget submissions coming from 
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SBA you try to cut the Microloan Program and year after year we 
put it back and we will. 

Now I recognize Mr. Davis. 

Mr. Davis. Thank you, Madam Chairlady. I appreciate the oppor- 
tunity. 

Thank you, Mr. Preston, for being here. My question goes about 
understanding that most of the jobs that are created in the Amer- 
ican economy today are coming from small business. I am really 
more concerned about the small business owners and the jobs they 
create back in my district and across America than I really am the 
Government infrastructure and the amount of federal employees 
that we have and the amount of regulation and burden that puts 
on small business owners. 

I know you have worked in the private industry as well as the 
public sector. Thank you for your leadership in both. My question 
comes to the point the small businesses across America do you 
think they are more concerned with spending at the federal level 
in bigger Government or do you think they are more concerned 
with lower taxes and less regulation? Which helps them the most? 

Mr. Preston. I think it is clearly the latter. I think we are talk- 
ing a lot obviously about our programs very importantly because 
we are talking about a budget but these macro issues are critical 
to them. I think we all understand small business owners are often 
the CEO, the head of marketing, the head of finance, and the per- 
son that is filling out all those regulatory forms. More regulation 
is a very significant burden I hear consistently in the field. The tax 
dollars come out of their pockets, it comes out of their ability to re- 
invest in their business which creates jobs which enables growth 
and allows them to be competitive. I appreciate your concerns and 
I think it is as you implied by your question. 

Mr. Davis. I think the small business owners I talked to are not 
as interested about how many employees we have in Washington. 
They are more concerned about how many employees they can hire 
in their local community to help our economy. Thank you for your 
comments. 

Mr. Preston. Thank you. 

Chairwoman Velazquez. Now I recognize Mr. Sestak. 

Mr. Sestak. Thank you. Thank you, sir, for your time. I appre- 
ciate your comments on the tax cuts. The fact is in my Delaware 
County, 85 percent of which is my district, we have lost 607 small 
businesses in the last three years. 

As I kind of looked at the administration over the last four years 
and saw 200 percent increase in the cuts of programs that affect 
small businesses across all the Government over the last three 
years and watched one out of five small manufacturing establish- 
ments disappear from Delaware County, 85 percent of my district 
in the last three years, I sit back and hear you talk about all the 
increase of jobs that have been done. I guess it was 3.5 million. 

At least in Pennsylvania, and I believe it is the same state wide, 
when you compare the jobs that were lost the first couple years of 
the administration and the median income of those and those that 
have come back, the median income of the jobs that have come 
back is below that of median incomes that were lost. 
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When I sit back and ask what the Government is doing for small 
businesses as far as access to capital and to entrepreneurial assist- 
ance in the sense of technical advice and all, I guess my question 
is first for small SBDCs. There is only, I think, 18 in Pennsylvania 
and I just established one not in my district nearby in January. I 
met with the president of Widener University last weekend. 

I guess my question comes as I watch the decrease that has oc- 
curred and the monies that come to Pennsylvania SBDCs. Have 
you given up on believing in the demand for entrepreneur develop- 
mental services, particularly with the viewpoint of a wonderful dis- 
trict that has lost 607 small businesses and with an administration 
that has a 200 increase in those same years and cuts of small busi- 
ness programs across the administration? 

Mr. Preston. Specifically with the SBDC program we think 
those people do very important work. I think the comment I made 
before — 

Mr. Sestak. I know they do good work but the amount of money 
coming in has decreased and we have kind of flat-funded it. 

Mr. Preston. If we have fiat-funded it, we are not their primary 
source of funding. We provide a base level of funding and then all 
those SBDCs then go outside and raise funding from any number 
of other sources. That is where they get their funding growth from. 
What I mentioned before is we are beginning to do this with Wom- 
en’s Business Centers. We would welcome the opportunity for 
SBDCs as well to work with them on bringing best practices to how 
they can be better fund raisers and more effective in getting funds 
from sources other than the Federal Government. 

Mr. Sestak. Could I ask then another question on USEACs. 
Again, there isn’t one nearby but there is one inside Philadelphia 
so I met with him about three weekends ago and my view has al- 
ways been particularly in a globalized world that you would think 
that improving market opportunities in such a globalized world 
would be something. 

When I met with him I asked what are the opportunities and are 
they being missed. The Director said, “Yes, they are.” He is putting 
together an economic summit now for us in a few weeks to bring 
people together. 

I guess my thing is that it appears as though the FY ’08 budget 
anticipates that the cost for the international trade or assistance 
programs are actually going to decline. Again, my question is why 
aren’t we boosting the SBAs or USEACs or for the 504 CDCs or 
the 7(a) loans that are zero subsidies if it really is a globalized ef- 
fort, particular knowing that 607 businesses have gone away? 

Mr. Preston. We would expect the 7(a) and 504 programs to con- 
tinue to expand. Those are zero subsidy programs so they are free 
to continue to grow and we are hoping continue to grow. There is 
better outreach, better products and we are beginning to work with 
our banks on any number of initiatives to do that. 

With respect to the export assistance, frankly, this is an area we 
have to get into deeper in the agency. It is an area that is an im- 
portant area. I am not convinced we are doing enough for Amer- 
ica’s small businesses on the export side. Frankly, I don’t have a 
great answer for you right now. It is something that is going to re- 
quire some time and effort. 
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Mr. Sestak. Do I have time for one more question? In fiscal year 
’08 the SBA proposed a loan level for its primary business loan lev- 
els basically the same as last year. Does that indicate you believe 
that the demand for these loans for small businesses will not in- 
crease? 

Mr. Preston. The request for last year there is a significant 
cushion in that amount. We would expect to have an ability to 
grow quite dramatically and still be within that with the authoriza- 
tion request that we are asking for. Last year we had the same au- 
thorization request but there is still a whole lot of cushion within 
that for continued growth. 

Mr. Sestak. Thank you for your time. 

Chairwoman Velazquez. Since we don’t have anymore members 
from the other side here, I will recognize Mr. Chabot for any other 
questions. 

Mr. Chabot. Thank you, Madam Chair. I won’t do it after every 
one of your people. I’ll take some now if I can. I’ll try not to be too 
long. 

Mr. Administrator, has the SBA considered whether there is 
some duplication with respect to the entrepreneurial development 
partners and programs? For example, is there some overlap among 
the SBDCs and the WBCs, SCORE, veteran’s programs, and the 
Office of Native American Affairs? Are there some efficiencies that 
could be implemented that might benefit all of those various pro- 
grams? 

Mr. Preston. We are digging into efficiency opportunities there 
right now and I don’t have a great answer for you in terms of how 
those will look. What I would say is those three networks provide 
similar services in many cases. They do, however, often serve dif- 
ferent populations. The Women’s Business Centers often go into 
more urban areas and will deal with a group of people that might 
not be comfortable going into a small business development center 
which is in a university. 

My view is there is probably some overlap there but, for the most 
part, I think the three programs expand their reach by their 
uniqueness. We also see typically businesses in different levels of 
their life stage in each one of those groups as well. 

Mr. Chabot. Thank you. I said three questions. The second one 
is should the faith-based initiative, the President’s proposal that he 
has been pushing for some years now, should it focus on greater 
coordination with microlenders and microloan borrowers? 

Mr. Preston. I think that is a very interesting concept and, I 
mean, there are faith-based organizations out there. What I would 
say is I am not informed enough to be able to give you a good re- 
sponse but I think that would be a thoughtful area of investigation. 
We would be happy to talk to you about it. 

Mr. Chabot. Thank you. Finally, some believe that the common 
redesign, kind of a continual process is my understanding, of the 
SBA web site sometimes makes it difficult to find items. For exam- 
ple, public information on activities by bank lending partners can- 
not be found by a link on the SBA homepage. Another example is 
it is difficult, if not impossible, to find out who is the acting general 
counsel on the web site and there is no link to the general counsel’s 
office. Can the SBA design a homepage with intuitive links to all 
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those items that are available on the web site? In other words, can 
you improve the web site? 

Mr. Preston. We have, in fact, probably two months ago 
launched an entire redesign of that web site. It is dramatically 
more user friendly. It is much easier to get where you need to go. 
I get on it and look for stuff myself to see. Interestingly enough I 
was looking for lending partners recently and had a hard time find- 
ing it so it is going to take an evolution. But it is an improving 
process and it is dramatically better than it was just a few months 
ago. Any issues or suggestions that you all have, or anyone on this 
committee, we would love to hear them because I think it is going 
to give us the ability to continue to improve it. 

Mr. Chabot. Thank you. 

Thank you. Madam Chair. I yield back. 

Chairwoman Velazquez. Thank you. 

I recognize Mr. Altmire. 

Mr. Altmire. Thank you for coming for us, Mr. Preston. This 
Committee has taken a look at the matchmaker program for which 
you provide $6.6 million in funding for 2008. Over the last four 
years SBA has allocated in excess of $20 million for this program 
to generate $34 million in small business contracts. Less than 5 
percent of the participants even get contracts. 

With funding for the agency so scare, and I believe that chart 
will show a 60 percent reduction in funding since President Bush 
took office, wouldn’t it make more sense to redirect this funding to 
one or more of the programs that have been cut or flat-funded for 
2008 such as Prime, the Microloan Program, Women’s Small Busi- 
ness Centers, or the Small Business Development Centers? 

Mr. Preston. I think it is a very fair question. I don’t know that 
we do — in fact, I don’t think we do a great job of capturing the 
whole benefit of that program. That is an enormously popular pro- 
gram with small businesses, with large businesses, and with people 
in the districts where we have had them. A lot of those small busi- 
nesses walk away with contracts from other big businesses that 
never show up. I think the program has a much broader impact 
that is implied by those numbers but I appreciate the question and 
I would look forward to talking with you more about that. 

Mr. Altmire. Okay. Different subject. It is our understanding 
that SBA approves nearly 2,000 companies into the Hub Zone Pro- 
gram each year but only 600 program examinations actually occur 
each year. At this rate how is the agency going to keep up ensuring 
that all companies receive examinations? 

Mr. Preston. Well, we continue to cycle through those examina- 
tions. The intent of that program isn’t that every single business 
gets reviewed in a short period of time, it is more of a structure 
where you dip in periodically to ensure that there is compliance 
there. There are other programs where we have annual reviews for 
every company. It is very expensive. I’m not sure in the Hub Zone 
Program you would see the benefit of that additional workload. 

Mr. Altmire. Okay. I am sure you understand that SBA Zone IG 
has raised concerns about the program. Nearly 60 percent of com- 
panies are not eligible after their program examination. Eighty per- 
cent aren’t eligible even three years after approval. When this hap- 
pens companies like those in my district lose contracts to program 
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participants who aren’t even eligible so I would suggest that some 
more oversight is needed. Given that only $2 million is requested 
for the program while the cost have averaged more than $7 million, 
doesn’t this just exacerbate the fraud that the IG has already 
pointed out? 

Mr. Preston. I think that the numbers you are referring to have 
to do with line items. I think the investment net program is a big- 
ger number and you see that, I think, in table 8. There is an allo- 
cated cost number that will give you the full view of the program. 
Historically we have had a line item for Hub Zone which didn’t re- 
flect all the money we were spending in Hub Zone. 

Mr. Altmire. Thank you. 

Chairwoman Velazquez. I recognize Mr. Gonzalez. 

Mr. Gonzalez. Thank you very much. Madam Chair. 

Welcome, Administrator Preston. A couple of questions I had but 
actually as a result of questions posed by my colleagues, there was 
a remark you made that said regarding making the President’s tax 
proposals permanent that small businesses cannot pass on business 
to their heirs. I think that is what you said and I just wanted to 
make sure that is what you meant. 

Mr. Preston. I don’t remember my exact words but to the extent 
there is a significant estate tax on small business owners, it is very 
expensive for them to pass on business to their children. 

Mr. Gonzalez. Do you have specific examples of a small busi- 
ness, small farm, small ranch rendered incapable of passing on to 
their heirs? 

Mr. Preston. I don’t have any today but I think all you have to 
do is think about the cost, the value those businesses, apply a tax 
rate, and you will get a pretty clear picture of what the cost will 
be. 

Mr. Gonzalez. I understand theoretically but we have had this 
debate over a number of years and I guarantee you that my col- 
leagues on the other side of the isle every time we have an estate 
tax debate and they are talking about the small business, the small 
farmer, the small ranchers, they can’t seem to come up with an ex- 
ample. Let me put it this way. 

On our side of the isle we have always wanted to extend, expand, 
increase the cap on which an estate would be exempt which I think 
is the reasonable approach rather than eliminating it totally. When 
I have administrators come from the Administration and tell me 
and represent and continue to represent that it is hurting small 
businesses, all I am asking is for the proof If you can give me spe- 
cific examples, show me Farmer Brown, show me Mrs. Jones’ small 
business, and we will have a good faith discussion. I am just really 
concerned when we have representatives from the Administration 
coming in on that particular issue. 

The other question I have is when I have met with my lenders 
in San Antonio that participate in Small Business Administration 
sponsored programs, and I understand they have to basically pro- 
tect their investments and such, but what they tell me is if you 
make it less attractive for them, it is possible that you will have 
fewer lenders participating in the programs. 

As you contemplate changing the whole scheme to the lenders as 
to what their profit margin may be and so on, are you also antici- 
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pating that it may cause as a consequence fewer lenders partici- 
pating in a SBA loan program? 

Mr. Preston. I don’t think we are changing the cost margin. I 
probably don’t understand your question but we are not doing any- 
thing to change the margins. 

Mr. Gonzalez. In the past on 7(a), and this is what the lenders 
were telling me, that as you approach them that there were reper- 
cussions to any change in the program. My understanding is that 
there are monies being made available, that it is a subsidy and so 
on. I am just saying that may not be the only program. It may not 
be the only product that these lenders are engaged in. There are 
consequences to everything we do. That is my only observation that 
I wanted to make. 

Mr. Preston. We are, in fact, reusing those fees this year to the 
lender in the 7(a) program. I appreciate the concern. (Certainly if 
you have any examples, specific examples. Congressman, we would 
love to understand those because we learn from those. 

Mr. Gonzalez. Now I just want you to try to reconcile something 
for me. I will show you the newspaper article in a minute. What 
is the difference in the budget request for SBA in 2008 from 2007? 
Is it an increase? Is it a decrease? I have got newspapers reporting 
that, “The next SBA budget calls for a 30 percent cut in funding.” 

Then I have got, “SBA’s fiscal year 2008 budget request reflects 
the President’s commitment to American small businesses and the 
role they play in our economy,” which is your statement that, in 
fact, is this Administration and in this budget and is the SBA actu- 
ally reducing budget requests? How do you reconcile that this rep- 
resents a commitment by the Administration to small business? 

Mr. Preston. We are asking for an increase in the budget for the 
operations of the agency which is what we use to administer our 
programs, our 1,000 person field network, the 2,000 plus people at 
the agency to do the good work of the SBA every day. That rep- 
resents 86 more people from ’06 to the end of ’08. For that portion 
of the budget we are asking for an increase. For the disaster budg- 
et we are asking for funds based on an average experience of disas- 
ters in this country. 

That money does not show up as a line item in the budget be- 
cause it has already been appropriated by Congress but it is in a 
different bucket. We are asking for it to be moved so we can use 
it for administrative expenses. That is how those two components 
work. When I think about what we have to run this agency, I think 
of it as an increase which is after years of reductions at the agency. 

Mr. Gonzalez. My time is running out. Regarding administra- 
tive cost and personnel and such, we do have a situation in San 
Antonio that is, in my opinion, reaching a crisis level. I know this 
is parochial in nature but I have heard other members of the Com- 
mittee actually refer to it. “Chambers upset with SBA delay.” I 
have my Chambers of Commerce, I have got my mayor all upset 
because we don’t have a Director in SBA in the office there for 
some time. 

I know you are going through all sorts of gyrations attempting 
to find someone but I would really suggest that you check with the 
business community and business leaders, elected officials at the 
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city level to see where the talent really lies within your offices 
when you are looking for the search. 

Madam Chair, am I out of time? Thank you very much. 

Chairwoman Velazquez. Mr. Gonzalez, the Administrator forgot 
to mention that 17 out of the 25 core programs have heen either 
cut or flat-funded or eliminated from 7(a), 7(j), Business Link, Hub 
Zone, Microloan, Microloan Technical Assistance, New Markets, 
Prime, SBDC, SBDIC Debentures, and so on. 

Now I would recognize Mr. Jordan. 

Mr. Jordan. Madam Chair, I am fine. Thank you. 

Chairwoman Velazquez. Thank you. 

Ms. Moore. 

Ms. Moore. Well, thank you. Madam Chair. 

Thank you. Administrator Preston, for giving this time. The list 
of programs that have been cut or flat-funded that the Chairwoman 
just articulated really feeds right into my question. My question is 
as I reflect upon your testimony, I was very excited to see on page 
2 where you said the agency has a renewed focus on insuring that 
its products and services are accessible to entrepreneurs in the na- 
tion and most under-served markets and those with higher rates 
of unemployment and poverty, lower rates of economic progress, 
and that the budget reflects that renewed focus on these popu- 
lations. 

Then as I look through all the programs that have been cut or 
flat-funded, and you have heard other members talk about the zero 
subsidy program and intermediaries who have a higher interest 
rate just aren’t going to be able to do these programs. They are 
simply not going to be able to use this product. No technical assist- 
ance. The exchange you had with Mr. Gonzalez, in fact, the SBA 
has cut its work force by a third. The New Market Venture Capital 
Program no funding. Program for Entrepreneurs, no funds re- 
quested. SBIC totally on fees. The 8(a) not having been modernized 
since 1988. 

Then further in your testimony you talk about SBA imple- 
menting a rigorous state of the art risk management program 
based on industry standards which to me means you are more con- 
servative, not taking risks, not really being able to help that cat- 
egory of businesses that can’t get capital on the industry standards. 
7(a) Program mentioned here, your largest guaranteed program 
with no budget authority, zero subsidy, fee increases for both lend- 
ers and borrowers. 

Then when you say you are consolidating all of your guaranteed 
programs, that tells me that there are fewer dollars per program 
to mitigate that risk. I don’t understand what the tie-out is be- 
tween this renewed commitment to low-income communities and 
entrepreneurs and the very, very conservative approach that the 
budget takes. Thank you for your patience in listening to my ques- 
tion, Mr. President. 

Mr. Preston. I think we are doing a lot of things that are going 
to be very important for those communities. Obviously, Congress- 
man, you are close to the UEP. You were instrumental in getting 
it launched in Milwaukee and thank you for that. This is a terrific 
outreach opportunity for the agency and for related support groups. 
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We are looking right now at a broad role out of that and how we 
can do that very cost effectively. 

Ms. Moore. The SBA is not putting one dime into the UEP. 
None. My earmark for UEP got wiped out but that is another story 
for another hearing. The SBA is not putting a dime into the UEP. 

Mr. Preston. What I would say in a lot of these areas like when 
we talk about having a product that will work better for commu- 
nities in the cities, when we talk about having more effective out- 
reach in our district offices, our SBICs actually do a lot of investing 
in under-served markets. A lot of this has to do with a couple of 
things, making sure we have the right products, the right outreach. 

We have over 1,000 people in the field that we direct on the most 
important activities every day. We can expand, I believe, that UEP 
by helping local areas use the same technology backbone that some 
of the UEPs are using to have a good network in place, by working 
toward district offices to coalesce business partners, to enable 
urban entrepreneurs to get the support. 

I think there are a lot of things that we are doing and can do 
that don’t always translate into dollars in the budget. That is the 
focus which we are looking at, doing the best we can as creatively 
as possible by operating the place more effectively and renewing 
our focus on those opportunities. 

Ms. Moore. Are you saying you are just relying on the private 
sector to generate economic activity in our communities? I mean, 
I will yield to the Chairwoman. 

Chairwoman Velazquez. Time has expired. 

Ms. Moore. I thought you were motioning for time. 

Chairwoman Velazquez. We will do a second round. 

Ms. Moore. Okay. 

Chairwoman Velazquez. We will come back to you. 

Now I would like to recognize Mr. Braley. 

Mr. Braley. Thank you. Madam Chairwoman. 

Mr. Preston, as someone who has been a small business owner 
and who has represented a number of small businesses I look for- 
ward to working with your agency to improve opportunities for 
small business. My question is very specific. In fiscal year 2005, 
which is the most recent year for which data is available, Iowa 
ranks number 49 of all states for the total dollar value of Govern- 
ment contract dollars awarded to small businesses in a particular 
state. 

Yet, Iowa has one of the highest percentages of small business 
and this is particularly dire for women-owned businesses which re- 
ceive only 1.1 percent of federal contracting dollars awarded to 
Iowa companies despite the fact that they represent 25 percent of 
the small businesses in Iowa. You testified previously that the SBA 
wants to fill these nine procurement center representatives who are 
responsible for helping small businesses get contracts. There aren’t 
any in Iowa. Is the SBA going to place one there? 

Mr. Preston. We don’t have all of the locations planned yet. 
Congressman, and we would be happy to talk with you in your of- 
fice about that possibility and where would it best be located if it 
were in Iowa. 

Mr. Braley. I will look forward to that opportunity. Along that 
same line, can you identify three initiatives that the SBA has 
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taken or plans to undertake to increase Government contracting 
opportunities for small businesses in my state? 

Mr. Preston. I can address the issue more broadly. Frankly, I 
think we are doing a lot. We have just announced a couple of 
months ago tighter recertification rules which diminish the number 
of larger businesses that are getting small business contracts. We 
are instituting score cards for all the federal agencies which we will 
be rolling out shortly which provide much greater transparency 
into the performance of all the federal agencies in meeting your 
procurement targets. 

We are working hard with all the federal agencies to scrub their 
data to make sure that truly small businesses are coded as small 
businesses in the federal procurement system to ensure that small 
businesses are getting those contracts. We are working on a num- 
ber of projects right now to simplify the process of putting small 
businesses and federal contractors together in addition to hiring 
the new PCRs. I believe all these things will be very beneficial to 
small businesses trying to get Government contracts. 

Mr. Braley. Going back to your first point about re-certification 
and the point you made in follow-up about greater transparency, 
is that re-certification process going to result in increased trans- 
parency or the public to become aware that there is no abuse of 
that system by large businesses who are certifying as small busi- 
nesses? 

Mr. Preston. The re-certification will tighten up the rules so 
that, for example, small business that is acquired by a large com- 
pany can no longer be a small business in a contract that it already 
has. What I believe will provide more transparency is getting the 
data from the federal agencies cleaned up and we intend to make 
that data public. 

In addition what I think will increase transparency is by scoring 
every one of the federal agencies on their performance on small 
business contracting and making that data public. Transparency, I 
think, will be very important in moving forward in this whole area. 

Mr. Braley. As the Chair of the Subcommittee — 

Chairwoman Velazquez. Will the gentleman yield? 

Mr. Braley. Yes. 

Chairwoman Velazquez. Mr. Preston, when is the data going to 
be made public? 

Mr. Preston. The data will be made public as soon as we get it 
clean. We have gotten it from a number of federal agencies. As you 
can appreciate. Madam Chairwoman, there are millions of entries 
into this system and I don’t have all the clean data at this point. 
0MB and I jointly sent this letter to all the agencies. We are work- 
ing actively with the small business procurement people in those 
agencies. 

Chairwoman Velazquez. Mr. Preston, we did this. We did it 
with a staff of 10 people. Why is it that you can’t do it? 

Mr. Preston. I think what your team did is you took a look at 
what was in there and you highlighted businesses that were obvi- 
ously large. We are asking the agencies to go back to all of their 
procurements, many of which I think probably wouldn’t be on the 
radar screen if you just looked at them so we are really looking for 
clean data there. 
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Mr. Braley. Thank you. Mr. Preston, as the Chair of the Con- 
tracting and Technology Subcommittee I have got concerns about 
the Office of Technology because I think it is so critical to the suc- 
cess of small business owners, especially in rural parts of this coun- 
try and in areas that are under-served by access to technology. One 
of my concerns relates to the fact that the separate S&E line item 
for the Office of Technology was not included in the 2008 budget 
request. 

There is a lot of support on this Committee for the small busi- 
ness innovation research program but some of us have concern that 
the Office of Technology does not have the resources it needs to 
adequately direct that program and to reach out to small firms 
throughout the country. This is based on these factors. The SBA 
has not altered the size of the SBIR grants to reflect economic ad- 
justments and programmatic consideration since it was directed to 
do so by the SBIR Enactment Act of 1992. 

The Committee staff was not able to confirm the completion on 
a searchable database that Congress directed the SBA to develop 
specifically for the Government’s work use. We believe that more 
work needs to be done to encourage small businesses in this coun- 
try to apply for SBIR grants. In light of those factors, do you be- 
lieve that the SBA has enough resources devoted to the Office of 
Technology? 

Mr. Preston. First of all, I think the SBIR Program is some- 
thing that is very important to us. It gets important dollars, I 
think, both for the benefit of the Federal Government and for the 
small businesses it supports. I would be happy to take up those 
specific concerns with you to determine whether or not we should 
be doing something. I would like to leave it at that. 

Mr. Braley. Would you be willing to return for a Subcommittee 
hearing where we talk about the Office of Technology and these 
technology related issues? 

Mr. Preston. Sure. Absolutely. 

Mr. Braley. I would very much appreciate that. 

Chairwoman Velazquez. I recognize Mr. Johnson. 

Mr. Johnson. Thank you. Madam Chair. 

Mr. Preston, I am a brand new member of the Congress and this 
is my first Committee meeting of the Small Business Committee. 
The other day I had the occasion to attend a meeting of this Com- 
mittee where we were kind of putting together our Subcommittee 
assignments and that kind of thing. In my being naive I asked a 
question and the question was what is a small business so there 
was some discussion about that. 

I find that question begs for an answer. I understand that since 
2004 your SBA Office of Science Standards has been undertaking 
an overhauling of the size standards methodology. This with an eye 
towards establishing some ground rules as to what is a small busi- 
ness because if you don’t have that, then, of course, large busi- 
nesses can come in and get small business contracts. Can you tell 
me when will your office complete this overhaul? 

Mr. Preston. I think coming into this role I shared your confu- 
sion over what a small business is. 

Mr. Johnson. I don’t have a lot of time. I just want to ask you 
to give us a date as to when that will be completed. 
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Mr. Preston. We continually look at the size standards and we 
have some size standards that we are looking at right now. I have 
a meeting, I know, with my staff next week on particular indus- 
tries right now that are under review. 

Mr. Johnson. Because you realize that with no size standards 
then it is like a big loop hole the size of the Grand Canyon that 
allows for businesses other than small businesses to feed at the 
trough, if you will. 

Mr. Preston. There are size standards in place for all industries 
in federal contracting. The issue is, is it the right size given the 
industry it is in and that is the work that we continue to do. We 
continue to refine that. 

Mr. Johnson. So you are saying that is just a continuing proc- 
ess? 

Mr. Preston. Because you have so many different industries. 
Some of them might be fine and some of them might be a little off. 

Mr. Johnson. I will tell you, another concern of mine has been 
the fact that there have been surveys conducted of small business 
owners who are not satisfied. They have a low level of satisfaction 
with the Small Business Administration and their ability to get re- 
lief. While large businesses have continued to move employees off 
shore and small business has been the economic mainstay of our 
employment base here in America and in the 4th District of Geor- 
gia, which is what I represent, the SBA has continued to since 
2001 cut its employees. In 2001 there were 3,017 employees nation- 
wide in this vast country of ours but 2008 projection is just 2,000. 
Does this reduced work force reduce the productivity of your agen- 
cy? 

Mr. Preston. I think the 2,123 people we are asking for for 2008 
is an 86 person increase over ’06 so we are looking to go back up 
in the number of people we have. It is lower than where the agency 
was a few years ago. I think that is primarily attributed to the cen- 
tralization of a lot of activities that were heavily processing based. 

Mr. Johnson. Has this diminution in your employee base cut 
your productivity as far as delivering services to small business? 

Mr. Preston. Our services have all gone up. I mean, our loan 
volume has gone up, the counseling sessions throughout the net- 
work, the number of Government contracts we support. 

Mr. Johnson. That is great news. It will be surprising to many. 
Let me ask one last question. Your procurement center representa- 
tives who examine bundled contracts for opportunities for small 
businesses, do we have enough of those? 

Mr. Preston. We are asking to add nine which we think will 
provide us with a 16 percent increase in the number of PCRs out 
there. We are looking forward to getting those people on board and 
having them be productive because they perform a very important 
service and they will help us get after many of the issues that you 
are focusing on. 

Mr. Johnson. Thank you. 

Chairwoman Velazquez. Now I recognize Mr. Larsen. 

Mr. Larsen. Thank you. Madam Chair. 

Administrator Preston, thanks for taking some time with us this 
morning. I wasn’t here earlier to hear testimony but I will review 
it at some point in the future. Hopefully I am not repeating some 
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questions that were asked. I just have really two sets of questions, 
questions on two separate topics. The first is regarding the SBDCs. 
Certainly in Washington State I would argue they have a very suc- 
cessful track record. Not only in the state hut in my district a great 
track record in helping small businesses. 

I think in response to Mr. Sestak’s question, I think you an- 
swered part of my question that I have. The question was why are 
you cutting funding for SBDCs. What I heard you say essentially, 
that kind of question, was that the federal dollars are not the pri- 
mary source for the small business development centers. Is that 
correct? 

Mr. Preston. Well, yeah. First of all, the funding would be fiat 
and it is not the primary source of funding. 

Mr. Larsen. The idea would be that they continue to raise addi- 
tional dollars to support other activities outside the dollar alloca- 
tion they receive from the SBA? 

Mr. Preston. That is correct. 

Mr. Larsen. And then you wanted to help increase their capacity 
to do that? Did you say that as well? 

Mr. Preston. We are specifically working right now and we are 
at the front end of this with Women’s Business Centers on how to 
bring best practices to bear. That may be a model that we can then 
take to SBDCs. The SBDC network is much more developed and 
has resources and that type of thing so it may not be necessary 
but, yes. 

Mr. Larsen. It begs the question what is the appropriate split 
between raising outside funds and providing services to entre- 
preneurs? As you go through this consider that because spending 
some of your time on trying to raise outside money you are not 
spending that time on providing services to small businesses and 
entrepreneurs. 

The argument I can understand you are making. I can under- 
stand your argument. All the dollars are from the Federal Govern- 
ment, SBA. I appreciate that you need to get outside funds but 
there is a balance for these folks because they are busy trying to 
do their work to help people create work and create wealth for oth- 
ers. I hope you take that into consideration as you are analyzing 
the outreach. 

Mr. Preston. Thank you. 

Mr. Larsen. I am full of great advice. You are going to get lots 
more. Don’t worry about that. It is also unclear to me what the 
funding request is for SBA’s Office of International Trade. I think 
you discussed again in response to Mr. Sestak’s questions some 
things about expert assistance centers but can you give me an over- 
view of all OIT will be funded? Is there a cut or programmatic 
changes? 

Mr. Preston. I think the number for ’06 is $4.3 million. The 
number for ’08 is $5.2 million so that is about a $900,000 increase 
in that office. 

Mr. Larsen. Okay. That is good to hear. Last year I introduced 
a bipartisan bill, a friend of mine from Illinois, Mr. Kirk, the US- 
China Engagement Act. One of the things that we are asking for 
is some additional help for small and median-sized businesses to 
encourage export promotions, specifically to China. There is obvi- 



35 


ously a lot of talk around about China and China and trade. Cer- 
tainly there are a lot of concerns about that. 

Also being from the most trade-dependent state in the country, 
Washington State, I want to take another view on that a little bit 
and try to promote and find ways to get our products out of the 
country into the hands of the Chinese for their consumption, not 
so they can steal intellectual property associated with it. Part of 
that, I think, is export promotion for small and medium-sized busi- 
nesses in this country. As we move forward on reintroducing that 
bill this year, I hope to touch base with you and see what we can 
do to improve a section on that as well. 

Mr. Preston. We look forward to talking to you. We just signed 
a MOU with China to work with them to open up their borders for 
small business export to China so we look forward to engaging with 
you on that. 

Mr. Larsen. Excellent. Thank you very much. 

Thank you. Madam Chair. 

Chairwoman Velazquez. Well, how we are going to go into the 
second round of questions. If members wish to stay, then you will 
be able to ask more questions. Mr. Chabot. 

Mr. Chabot. Thank you very much. Madam Chair. I will be 
brief. First, Mr. Administrator, what happens if an office in the 
SBA doesn’t meet its performance goals? What do you generally do 
in that circumstance? 

Mr. Preston. Well, what we typically do, we are in the process 
right now, first of all, of looking forward to what those performance 
standards are in all these program offices. The answer is a little 
premature because we are beginning to look more at what they 
need to be doing. 

To the extent that we don’t meet those objectives, what we need 
to do is dig down and understand why? Are there operational proc- 
esses? Is it a funding issue? Is it because we don’t have the right 
relationships with our bankers or other people outside the agency 
that we work with and get on with the business of rectifying those 
issues. 

Mr. Chabot. Do you believe there is a gap in the market? Does 
it exist for start-up equity capital? If so, what can be done about 
that? 

Mr. Preston. I think there is a very robust market out there for 
start-up equity capital. That having been said, I think our SBIC 
program does expand that market. As such, I think they support 
a critical need that may not be supported if they weren’t there. 

Mr. Chabot. Finally, I know being in your seat it sometimes 
feels like you are in a trial and you are being cross-examined. 
There have been a lot of questions. Are there any questions that 
you would like to elaborate on or anything that you wanted to 
maybe give a more complete answer than you were able to give? 

Mr. Preston. No. I think you all have been very kind in little 
we talk pretty fully. What I would say is there are a number of 
things we are trying to do that we don’t think are entirely budget 
dependent and there are other things that we are trying to do that 
are budget dependent. I think it is important for me to send a mes- 
sage that we are trying to continue to operate the agency more ef- 
fectively and expand our impact in that way in addition to what 
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we need budget for. I think that is a very important focus of the 
agency going forward. 

The other thing I would like to do is just encourage people to 
meet with us informally to see how we are advancing the agency 
because I think we have a lot of good news to report today and we 
will have a lot more good news in the future. 

Mr. Chabot. Thank you. I yield back. 

Chairwoman Velazquez. Mr. Johnson, do you have any other 
questions? 

Mr. Johnson. No questions. 

Chairwoman Velazquez. Mr. Preston, I do have more questions. 
I would like to talk to you about the massive problem with small 
business contracts being awarded to large businesses in FY 2005. 
As an example, some of the entities counted as small were Micro- 
soft, Pitney Bowes, Rolls Royce and the U.S. Air Force. To deal 
with this problem SBA proposed a regulation to require companies 
to re-certify their business size every five years and to prohibit 
agencies from taking credit for them if they were no longer small. 

This solved only 20 percent of the problem leaving 80 percent of 
the problem, most notably, large businesses. Those businesses that 
were small and grew or were acquired that represents only 20 per- 
cent. Why did SBA choose not to address the biggest problem of 
awards to large businesses? 

Mr. Preston. I think, first of all, we have had many conversa- 
tions with the other agency about this issue. I think there is a sig- 
nificant amount of miscoding in those numbers. The first line is to 
get them to go back clean up their data, get the right data put to- 
gether, and in the future ensure that when they sub^mit those num- 
bers that indicate small business contracts, they are right the first 
time. I don’t think we can tolerate that level of data inaccuracy. 

Chairwoman Velazquez. What you are saying is that you are 
giving us a commitment that you are going to be checking the con- 
tract coding data before it goes out? 

Mr. Preston. I am giving you a commitment that I am going to 
make it public to the extent that I can do that. It is public right 
now in FPDS-NG. 

Chairwoman Velazquez. But that you will make sure that they 
are not large corporations or ineligible to get the contracts intended 
to go to small business? 

Mr. Preston. I think the responsibility of that data needs to lie 
with the other federal agencies who are submitting it. They are the 
ones that are responsible for it. They are working very hard on get- 
ting it right. I would not commit to you at this point that we are 
going to go and audit all of the small business contracting data. 

Chairwoman Velazquez. Then you will say that you will qualify 
the data as estimated instead of the usual stand of stating as fact 
that small businesses receive a certain amount of contract awards 
making it clear that there might be some errors? 

Mr. Preston. We had not considered that route. Madam Chair- 
woman, but we would be happy to talk to you about that. 

Chairwoman Velazquez. Sure. I know that the SBA is not li- 
censing any new SBIC participating security firms. However, by 
not providing existing participating security firms with the max- 
imum leverage that the SBA had agreed to provide, many SBIC 
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will be unable to fulfill their initial business plans. This could im- 
pair the SBICs and also adversely affect the small businesses that 
these SBICs have invested in. What is the agency doing to assist 
these SBICs that are expecting and need additional leverage? 

Mr. Preston. First of all, to my understanding we are meeting 
all our contractual commitments there. Any initial commitment let- 
ters we made we communicated heavily with the agency to let 
them know what that meant. Now, on future commitments for 
these participating securities SBICs we are working right now with 
the industry to see if there is a solution that would allow them to 
get additional capital that they need. 

In fact, we were on the phone with representatives of the indus- 
try yesterday. Hopefully we can support them in a way that works 
for all of us. I do want to highlight we are not breaching any con- 
tractual commitments in this and I think we communicated well 
with the industry as these agreements were expiring. 

Chairwoman Velazquez. Okay. Let us talk about the Women’s 
Procurement Program. It was created on December 21, 2000, 2,238 
days ago. As you know, the U.S. District Court for the District of 
Columbia has already found more than a year ago that the SBA 
has unreasonably delayed the Women’s Procurement Program. My 
first question is when will the study of under-represented indus- 
tries be done? 

Mr. Preston. Okay. First of all, I appreciate the concern. It has 
taken too long. I am committed to getting the job done. We spoke 
with the RAND Corporation yesterday. They expect to have the 
final report to us in 10 weeks. 

Chairwoman Velazquez. Ten weeks? 

Mr. Preston. I will make that report public even if it is before 
any final rule is proposed. You will have the ability to see it as well 
as everyone else. 

Chairwoman Velazquez. When will the regulations be done? 

Mr. Preston. We will begin working on those regulations when 
we think that we have enough preliminary data. We have gotten 
a long way on the procedural aspects of it. We need to see the data 
to determine under-represented industries. I can’t give you a hard 
time line right now until I see that. 

Chairwoman Velazquez. How about an estimate of how long? 

Mr. Preston. I would expect to be in the interagency regulatory 
process prior to the publication of that report. At that point we 
would hope once it gets published we would like to make it an in- 
terim final rule so people would have the ability to see what it is 
before it goes final. 

Chairwoman Velazquez. Would it be fair to say June? 

Mr. Preston. June is a possibility. Maybe a little bit longer. As 
I said before, I am committed to move this along as expeditiously 
as possible and to share with you our progress along the way. 

Chairwoman Velazquez. So when will the program be up and 
running? 

Mr. Preston. I am hoping we will be through this regulatory 
process this summer. 

Chairwoman Velazquez. Summer? Fall? 

Mr. Preston. This summer I am hoping to be through the regu- 
latory process. The only — 
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Chairwoman Velazquez. The program up and running? 

Mr. Preston. What do you mean the program up and running? 

Chairwoman Velazquez. Contracts. 

Mr. Preston. Obviously those contracts are to the agencies to 
provide but we will have a framework in place. I As I mentioned 
starting out, it has taken me a very long time. I committed to the 
Senate when I did my hearings. I have committed to various wom- 
en’s groups to put my energy behind this and get it done and do 
whatever I can to move the process along. 

Chairwoman Velazquez. It was passed into law in 2000 and 
women contractors are losing out. Mr. Preston, in November of last 
year along with the new re-certification regulation SBA and 0MB 
announced the agency score card. Each agency will be graded traf- 
fic-light style by 0MB and SBA. My first question is will there be 
measurable standards for evaluation or will they be subjective and 
would you please outline what those standards will be? 

Mr. Preston. I think there will be both. I think there will be 
measurable standards which have to do with numerical targets 
both for small business procurement over all and in each one of the 
preference groups. There will also be other targets that will require 
agencies to show progress in areas like enforcing subcontracting, 
data quality, and commitment from the top to show a strategy to 
meet small business objectives. I think it is an important merging 
of both. 

Chairwoman Velazquez. Mr. Preston, one of the biggest obsta- 
cles to small businesses in trying to do business with the federal 
market place is contract bundling. My question is why doesn’t the 
score card look at the agency’s propensity to bundle contracts? 

Mr. Preston. I think the score card will take into account a 
number of factors that would lead agencies to do bundling but we 
will be looking at their hitting their numbers, their taking specific 
actions to improve small business procurement. The score card is 
fairly all encompassing and my hope is that it would discourage 
bundling. I would also say with our additional PCRs and some of 
the technologies we are putting in place I hope the agency will be 
able to look at more bundles to determine whether or not they are 
going to be effective. 

Chairwoman Velazquez. I have here a copy of a score card. No 
place here do you mention contract bundling. 

Mr. Preston. It talks about strategies to get small business con- 
tracts, to grow small business contracts. It talks about tone at the 
top. It talks about any number of other factors that will get con- 
tracts to small business which should — 

Chairwoman Velazquez. It would be nice to recognize the num- 
ber one issue facing small firms with the federal market place, con- 
tract bundling. Another element in the score card is whether or not 
the agency has implemented a strategy to increase the number of 
competitively awarded contracts to small businesses. A number of 
small business programs rely on sole source contracts. This seems 
to penalize agencies that use programs such as 8(a), Hub Zones, 
and service disabled veterans because agencies wouldn’t get credit 
for using these businesses in the score card. Why are these pro- 
grams not included? 
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Mr. Preston. Madam Chair, my understanding was that the 
score card encouraged the use of procurement from all small busi- 
ness categories so if there is some confusion in that score card or 
if I misrepresented something, I would love to talk to you about it 
and see how we can adjust it. 

I do also think it is important that this score card be something 
that evolves over time to meet the needs of the small business com- 
munity. If we see that there are shortfalls in it, for example, if bun- 
dling isn’t addressed firmly enough, we should consider whether or 
not any adjustments need to be made. 

Chairwoman Velazquez. My guess is that you need to go and re- 
visit this because you have here that the agency will look if the 
agency has implemented a strategy to increase the number of com- 
petitively awarded contracts to small businesses. It doesn’t include 
set-asides. 

Mr. Preston. The procurement targets would allow set-asides to 
be included, I think. Let us talk about that. I welcome your input. 
Thank you. 

Chairwoman Velazquez. We need to make it clear. 

Mr. Preston. Okay. Thank you. 

Chairwoman Velazquez. Lastly, the proposed score card will 
measure top-level agency commitment. Many agencies will argue 
that this will mean that if they hold a lot of small business con- 
ferences regardless of whether companies get contracts or not, that 
then they have demonstrated commitment. Can you briefly explain 
how commitment will be evaluated? 

Mr. Preston. I think commitment will be evaluated in a number 
of ways including actual actions they take, communications that 
they make to their contract and work force to encourage those ac- 
tions, measures they are taking to get those contracts in place. 

Chairwoman Velazquez. Why not if companies are getting con- 
tracts? 

Mr. Preston. I think big companies are getting contracts. Data 
accuracy is in there so if big companies are getting small business 
contracts, that will be a penalty on the score card. 

Chairwoman Velazquez. Okay. Well, Mr. Preston, let me just 
bring this so that we can clear this transparency issue with the 
agency. Last July the Committee issued a report identifying $12 
billion in contracts that were misquoted and went to large busi- 
nesses that were intended to go to small businesses. The first move 
of the administration after that report wasn’t the re-certification 
regulation. 

Rather, it was to conceal portions of the main database used to 
determine whether companies are large or small. We are constantly 
hearing the need for transparency in Government. In fact, the SBA 
has claimed that transparency is one of the reasons for the new 
regulation. Explain to me how concealing this type of information 
gets us closer to solving this problem? 

Mr. Preston. I am not sure what you are referring to in terms 
of information being concealed. 

Chairwoman Velazquez. We don’t have access anymore to the 
size of the companies. It was taken off. 

Mr. Preston. I will have to look into that offline. I am sorry but 
I am not familiar with the issue. 
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Chairwoman Velazquez. We can’t do our job of oversight if we 
don’t have access to the data so we need to work with your staff 
to make sure that is available. 

Mr. Preston. We look forward to doing that. 

Chairwoman Velazquez. Thank you. Mr. Chabot, do you have 
any other questions? 

Mr. Chabot. No, thank you. 

Chairwoman Velazquez. Let me thank you again. I have to say 
this has been one of the most open and honest participation of an 
Administrator defending the budget that you are submitting so 
thank you for your openness. 

Mr. Preston. Appreciate it. Thank you very much. 

Chairwoman Velazquez. I look forward to continuing to work 
with you in making sure that the Small Business Administration 
continues to do your job providing the assistance to small business 
so that they can continue to grow and expand. We will do our part 
here to make sure that you have the resources. 

Mr. Preston. Thank you very much. 

Chairwoman Velazquez. Thank you. Hearing adjourned. 

[Whereupon, at 12:17 p.m. the Committee adjourned.] 
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STATEMENT 
of the 

Honorable Nydia M. Veldzquez, Chair 
House Committee on Small Business 
Full Committee Budget Hearing 
Thursday, February 8th, 2007 


Today, we will review the FY08 budget for the Small Business Administration. This 
request continues a trend that has seen a systematic decline in these critical programs that 
helps entrepreneurs. Over the past six years, the Bush Administration has continually 
made cuts to the agency. This year, the cuts may be different but the results are the same. 

We hear time and time again how small businesses are the drivers of the economy and 
create the majority of jobs. However, under this budget, no program receives a 
substantial increase - leaving small businesses without the resources they need to 
succeed. 

While I am so pleased to see the enthusiasm Administrator Preston has for working on 
behalf of our nation’s entrepreneurs, it also takes adequate funding to run these programs. 

Of SBA’s core programs, 75% of these are cut, terminated or flatfunded. One example 
of this is the women’s business center program. The administration plans to eliminate 
funding for at least 7 Woman’s business Centers. With the face of business changing — 
cutting the one program whose sole goal is to help the fastest growing sector of the small 
business community makes no sense. 

In addition. Micro loan, one of the only programs that provides small loans to low- 
income communities, will now be self financed — forcing start up businesses to pay 
thousands of dollars more. These changes are completely contrary to fostering a 
successful business model for these entrepreneurs. 

At a time when we need to be showing small businesses that we are committed to their 
growth and expansion, the administration continues to treat small business as an 
afterthought. Year after year, we see more and more programs for entrepreneurs getting 
cut and under funded. This budget request is no different. When you compare SBA’s 
core budget request to overall federal spending, it is the lowest it has ever been during the 
Bush administration. 

These are all valuable programs that have contributed to some of the greatest 
entrepreneurial successes stories in the country. They have opened the door for so many 
small business owners to pursue and achieve their dream of running a business. 


I 
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What is most concerning is that the administration is acutely aware of the problems and 
yet still proposes insufficient funding. The reality is that if you do not supply more 
resources, you simply cannot effectively run these programs. This is why we are seeing 
9/1 1 loans used for the wrong purpose — the problems during Katrina — small business 
contracts going to the likes of Rolls Royce — and an agency unable to detect fraud in 
the loan programs. 

To correct these challenges, only 1% of the budget is dedicated to address these 
challenges. That is shortsighted and will allow these problems to persist. 

Its clear that since 2001 there has been a failure to provide the resources needed at the 
SBA. For that reason, it has been frustrating to continue to hear how things are getting 
better for entrepreneurs. What we have before us does nothing to reverse the 
shortcomings of previous year’s budgets and is just more of the same. 

We need to provide proper funding for SBA’s core programs so they not only run 
efficiently but expand and help even more small business owners. This nation’s 26 
million entrepreneurs cannot succeed in this economy alone. I understand that this is 
Administrator Preston’s first term and I appreciate his thoughtfulness so far. 

I look forward to working with him and Mr. Chabot to ensure that the SBA has the 
funding it needs in the future. If we want to invest in small business and boost our 
economy then we have to do more than what is being proposed today. 

Thank you. 


2 
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Opening Statement 
Hearing Hame 
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Date 


Hearing on the Small Business Administration Budget for FY’ 
08 

Full Committee 
2 / 8/2007 


Opening Statement of Ranking Member Chabot 

ivladamr ■ btunttnnan, Air holding this unportaat hearuig toJav ! u m' 

< • t^clcoRic A AifammstTatiU Stew Ptvston to our heiinng ^ wluie he's not brar 

to die job, tlus H> fab firal nme uppeaniti; befbts thi’i conini'Hee. So welronio 
\dministraloi. 

\t the heart of the ifpefidiqg{)lBn tstbs goal i^belMK-mR the budget ni 

*iM- St II <, llus IS an smh|tfattiK«n<i ncbesstt) goai that s^il! re<juirc Coiiuress to 
tough sph6i(]Ihg4fac{^<>a&«^d4»^ ffawiilly mtponsiMe wav 
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'Keeping that in mind, It is jigi|)MtaRt to OhSin? ftat tiis Smstl Business 
A.iu.inis:ratiiin(SBAjhaslfactoois«oeodttofbtfiUhsn)!snfln hilUpsiiuli 
businesses - die baefabone'i^twr fiadoh'k et<kK»hr » 

"Sinc>r bus-nes>#srirudwpFtiiHiyjobtl«(Hnr»uiour(xuuoiny crenliug 6l> to Ri* 
iViLeiitot Amenca s new jobs uQjnudlytnOr&c test (leOiide Andllies ntfedaLi.v> 
lo lapiU 10 Miwjecd. Hiej tllofliatxi to have « ge«t td the table when governn ..ni l^ 
h i! ding out iiintracT* sndihef desenetubC’git'titi jiKtcouSidcmiinn Wien .i 
federal agenej- proposes a^|ieguhltiim1i»tc«id4«dv^ affect tbem. ; 
ii'nk lonvanl to working wifli Vel**|«Mon these critical is-iies 
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th m jib-t the SBA, ‘The lYsstdeidhehi^EfiipDS^ 2QCfil tax tuts 

permanent, indudira the i^!lrtfe>-«r "death’* tiw, - which hitssinall 

i-tniiMtuMiingthuirtipMsetlfuiaomgLrtajntTontedierieHtpertK I 
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>1.641 to the l>r.,«l snul! tnuneOi owner ui 2006 
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ght what the budget tii>os imi d- - ; ii- ■ s .'v 
rf previous budget request-;. M Jm--. ; 

i progrMii. It does not call ti'i- inr.hi.) ti-'.. 
twers. It does not call tor diareiiii’ it.id't 
cover administrative expetiscs. Ii dvv-. i; 
'elopment Center clients counseiini' tce-- 


Vitii thill .said, not evctythi tg in the SBA’s FY ’08 budget request is pcriect. I 
ilics c itiat niatty of the enti jpreneurial development programs at the SBA shouid 
ive reeei\cd at least an infi itionary increase. If the SBA can receive more than ;)<; 
i1ationar>' increase to pay sr higher staff salary costs and rent, I believe tiiat 
nail Business Developmei t Centers and Women Business Centers also deserve 
ittiiar increases because thi y face identical pressures. 


“I look forward to workinfe with the Administrator, the Chairwoman, the ; 
Budget Committee, and tfie Appropriations Committee to see what can be: 
done in these areas and \|eld back the balance of my time.” i 
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Statement of Rep. Jason Altmire 

House Small Business Committee: SBA FY 2008 Budget Request 
8 February 2007 


Thank you. Chairwoman Velazquez. It’s a great opportunity for me to be serving 
on the Small Business Committee, and I look forward to working with you to address the 
myriad issues facing small business. I know that, under your guidance and leadership, 
the Committee will be a strong and effective voice for small businesses and 
entrepreneurs. 

Thank you. Administrator Preston, for coming here today to talk with us about the 
Small Business Administration’s budget for fiscal year 2008. I look forward to hearing 
from you today and to working with you in the future. 

Small businesses and the entrepreneurs behind them are the lifeblood of the 
American economy, accounting for 99 percent of our nation's employers and 65 percent 
of new jobs, and the Small Business Administration plays a vital role in supporting and 
nurturing them. Unfortunately, in the wake of the agency’s response to recent disasters — 
notably Hurricane Katrina — and reports of low employee morale, questions persist about 
whether the SBA is up to the task. 

I am concerned that the budget proposal that the Bush Administration has 
presented to the Committee does little to alleviate these doubts. Without proper funding, 
the Small Business Administration simply cannot hope to adequately meet the needs of 
America’s small business owners. A 26 percent cut in core program funding from last 
year’s budget request does not signal to me that the Administration is serious about 
assisting entrepreneurs, veterans, women, and minorities in starting or growing their 
small businesses. 

I hope this Committee, imder the leadership of Chairwoman Velazquez and in 
concert with Administrator Preston, will dramatically reform the SBA’s operations and 
lead it into a new era of economic assistance to small businesses in the United States. 


Thank you, Madam Chair. I yield back the balance of my time. 



46 


ri:s I iMOMV OH 

ADMJMS I RATOR STEVEN PRESTON 
United Stales House of Representatives 
Coiimiiftee on Small Business 
Thursday, February H, 2<)(»7 


Chains oiiKia Vcia/qucia Raukaig Member Chabot. kii>iir.giu4icti niciislvn o; 
the ( 'ijiuniilk-c. lltaiik sdU fur iiisiling i»ic licrc toda> to discuss the Frcsisk'iit's hiscal 
h ear ( 1 Y) 2008 budget requests tor the I’S Small l?usit)ess Adiniiiislialioii (SBA), 


Picsidenl Bush lias been an iiin\ a*. ering supperlcr el America's small 
businesses, and bis leadership ha.s ensured that thee iiioe pla>ed a Mtal role in our 
ecimoMiic urO'.'.ih adding nuire titan 7,2 niiliiwi nck jobs since .AuuList 2003 and 
helping to reduce l!ic unempk'yincnt rate to 4.3 percent, the lowest average rates of 
the pa.si four decades. By reducing the tax rates smalt business owners pac and 
increasing exjxm.sing lax prm isions on investments, .smail businesses have more 
capital ar aiiublo to hire new workers and expand (heir hnsinesse.s. 

1 be President is also eniTimilled U> iieiping smutl busuics.s owners prot idc 
health insurance to their employees by supporting a.ssociation health plans, allowing 
small busme.sscs to get tlie same diseoinils on health insuranee as big businesses. 
Further, the .Administration is wtirking tirelessly a? ensure that small businesses are 
able U) gro\v. and expand opportunities lor their workers, by providing regulaiorv 
reliet and opening markets abroad to m.rke it possible for our small businesses to 
cxj>ort their products, 

SB. A s lA e008 budget rcqiiesl rellects the Pre.sident's cotnmitincnl to 
Anicnea s small businesses and the role they play in our cconomv. linacimcnl of this 
request will enable SB.A tc> eontiiiue setAitig the small hu.siness commuiiiu while 
ensuring slewarJ.ship ol licxpuyer dollars. SB.A's budget reqiie.st for F Y 2()()8 is S464 
niiilion in new Budget .Auliiorn'. I his rcv'resctils an increase above the enacted icsel 
u! i A 2(Hib ol X pvrcciu, e.xeiudiiig the DisiLster program and ('onuressiona! 

Inilmlives. ami larger increa.se in SB.A's core operating budget. The overall hrideet 
estimate ior SB A i.s 814 million dollars which includes canyw er b.danccs for disaster 
ionn assislaiiec and reimburscmems. 
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i li's budL'ct request rclleels holii the vision ol tiic Auenev A new Icddciship 
ic,u)i .md the prusiress tile /vgciiev hus nutdc over the past live sears in deliscring its 
priiprams niinv eidlcietitls . Siticc d!!01. SliA has achieved pzi'fnsdi in neaiiv all of its. 
pisHirams while simnitaneonsiy strearniining processes and developing more cosl- 
elTeciise budget strategies, i he new management team will caiiuimie to luirsuc this 
expansion in scrviees to the small business eomiiuinily while pursnmg a Rctoini 
Agenda to cnsuie the heenev's pntgrams are cuslontcr-lociised. outcs»nic-dri\cn tind 
iLsealtv resfionsthie and stiuiui. hi addition, lurlher enahling our enipkiv ees to iullill 
SI1\A; lui.ssion is an essential eleineiit in aclneving our vibfcetivcs in tlii.s budget 

Rel'onn .Vgcrida 

I ani pleased to in.- beading the new SH.A man.iticmenl team (hat iiiciudes 
Itcpuiv .Administrator Jov ita ( dinxin/a. who wa.s just coiiflmied in December SB.Vs 
agenda is grounded in the belie! that the .Agency can inipnivc the elfectivenc.ss and 
tiupael ol Us programs and activities inarkedlv . b> emploving important manageinenl 
pniieiples. itiese iinneiples will seek to ensure (hat the Ageiiev is diiveii In clear 
outeouigs. is loeu.sed on scrv ing its cusunuers efiecliv el> , enables its cinpltw ees. and 
opciaics a co.itiidiaiU anri aecouiitahlc orgaiti/ation. 

1 lie ,.\genc> also lias a iviiewetl l(>eus vni ensuring llial its products aiui 
set's ices iii'e iiecesstolv to entrepreneurs in the natunds most Lit»dcr.sen ed markets 
tliose with liiglier rales ot unenipkn nient and povertv aiit! lower rales ol eet'iiomic 
ptogi;e-is. 1 liis budget rev|ucsl highlights SlkA’s progress to date and describes 'lie 
Agcnc}''s piaiis for aehiev itig the visuinofthe new inaiiaucineiit team in l-’A’ 

Since ..UK!) . SHA has achieved I'lrograin growth ot .Mi percent in (be loan 
portloiio H>' rcsiriicmring ke> .Agency operations and reengineering its largest loan 
pivigrams. SB.A h;is expanded ]irogiam delivers to the Xatiun's sinail b'usinesscs, 

1 lirough its ongoing ivstmctiiring and business process recngiiiecrine. SL5A 
has imiirtw eii and w ill conlinne to improve the elVectiveuess of the ttixpayers' dollars 
sufiivoning sniai! business devekipnient. Hecau.se of these irnprov enients, SB.A will 
be able tc' serve record numbers of small businesses in lA' 2(iO<S with this budect 
req'ucsl. 


The principles of .Sit \‘s Kefonn .Agenda have aire.uiv resulted m a dramatic 
iniprc'v emenl in the .Agenev’s Disaster I oan program, i he dint's (.iiilff oast 
nurncanes resiilieil in SISA's largest di^a.^^er re.s|-Kin.se in its Ai-ycar liislorv More 
than ddO.iPH) ioan appheativins Ivom (lurncancs Katrina, Rita, and W ilma (three times 
tiie level lor the vceond iargesi dcsastcr. the Konhiidgo earthquake ol' l')<)4) left the 
Agenev slruggliiig to meet its loan prtiecssing standards and IVtislrtued mam . 
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liriio.';! iiTiriiciJuiiciv Ltilcr bcinij sworn in as SBA Adniinislralor ui ! 
spcarticaik-d u luinJuir.ciital rcciigiiieorini: ol'lhc JisLislcr loan prucossina oix'ralion 
liiiU has dramalieaih shorScucd response times. unproseJ •.iiiaiuw uiki iiiLtcascs! 
iH.'rrowcr siippurt. Baekloiis wore s iiHialls ciiniiiiatcd and Is'cdback tin the new 
appi'oueh has becti oserw heliiiinnl}' positive. We. how ever, arc not rmishcri with tlic 
!oii')-lc! tn redesign of the disaster proeess. and ate working aggressiwly tu do so in 
(!ie eomiri!.’, tnonihs. 

SBA is I'l'ingiiig the same principles to administering its business guaranty 
prognims as well. Kccnginccriiig ot'the loan servicing jirocess is titiderwa) and vxill 
icstiit in better ciistomcr scr\ ice and less ojx'rationa! redundancy. Building upon its 
success in consolidating 7f;i> loan iiqiiidalion functions Iroiii almost 7f) district olilccs 
111 a singde location. SH.A ts also llnali/ing, plans to consolidate Tta) loan processing. 
.si!4 Ilian liquidation, and Disaster loan liquidation. These clianaes.cn.sure that loans 
are managed more eonsistcniK and ellicienlly. In the case ol'Tta) loan liquidation, 
consisiciabic btidgetar) sai ings were aiMr rcaii/ed. 

Moderni/uig agencs operations is chalienging. but it is essenlitii. I iie 
Xulion's laxpasers cvpeel SlTA to operate using She teeliniques and pracliees ofsoumi 
fisciti and opcralioiiuil nianageincnt, 1 lironeh it.-, proactise efiorts to irnpros c 
piodticti'. its and pcrl’ornnuicc. while reducing cost, the SB.A has deniv>iistrated its 
continUuiciit to dcli' crcser better products sslule mipnising elfteicileies. 

U ith a guaranteed and direct loan nortlolio olhwer S7}i billuHi. SB.A lia.s a 
entical role a.s a steward ol laxpavcr dollars. While llie portiulio has gniwn al a 
record inice iti rcecni >cais. during that tunc. SB.A is inq.'ilcmctniiiy a rigt'rous. siaic- 
ui-the art risk n'.aiiaiie.'netit program. By using industiw d;ita mid Icclltiolt.vgv . the 
Agei'.cA is replacing tlic old. primarily niamial pr(.)ce.sscs lor ret iewing lender 
performance with autonuued. quaiiutati'ic rtsk-based methods to identiiy problems 
more efleciiseK. 1 bis approach is iniprov ing oversight during a period of strong 
growth m tlie loan jiortfolio. 


f XTicc ol .\dv(Hiu> 

•Small busine.sses mtikc tip almost alt bu.sine.sses and produce most Job, thev 
are tiisproporiionaieK imptieied b\ gosemmenl regukitory compliance hurtiens. The 
cos* tor small firms i.s approximaleU 4> percent higher than for medium and large 
llrnis. SH.A's ( dtlec ol Aihoeaev sliowsthat tirniswilh lower than 2d emplovees 
incur un expense of S7y,47 per year per employee to comply with regiilalorv 
requirements while medium and large firms face ctists ranging from 't.s.41 j to S,s,2S2 
I'lescurch al.so .show s that coitiplianee costs are increasing despite the presence of 
legislatii e ;md executiw measures aimed at reducing regulators huidens, 

1 op on ihe list, ol the ( tlTicc ol .Advocacs ‘s prj<iri[\ is reducing the regulators 
huicien on .siruiii businessc.s. The aserage yearly cost of mii|or regulations is about 
''dS'u less than over the previous 20 sear.s. These efforts, and small bu.stness 
participation in the Jc\ clopmeril of regulatory proposals, htis e helped agencies filler 
I'll! o\ei .S.sii billion in unnecessary or liuplicatise eost.s eonUtiited in draft ■ egulations 
Nonciheiess. more work needs to be done. 
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Higlilisihts til tlie Budget Rcitucst 

SiJA's htiilL'cl rcqiic't rcprcsL-tils ati increase otA jviveut li>r lA 2(t‘.)S abe\t 
i>ur ciiuclcd Lad in lA 2(K.!6 (excluding the i.tisaster program and t 'ongi'Cssioria! 
Inituiii^csK Tile o\ era! I is lur Sill 4 million in total proposed Uudget Authoriiv 1 his 
indudes S'iPT mtliion in new Budget Aiitliority and Sj.! 9 million funded oui of 
carryoicr bahiiices from the SI. 7 biliion in snpplemeniai funiiiiig ieeeixed in FA' dtH'P 
for !lie Disaster (’rograiir 

These lesourecs '.sill support a total ofbdK billion in lending authority for 
srnai! business financing, wiiich represents a 40 pereenl increase in er business 
lending for I Y i'POb, through the 7(a), >04. and SBIC dehentures prognims f or its 
flaaship 7ia) program. SB.\ rcpticsts 417.5 billion — a 27 percent increase o\cr iFic 
T'l ddOfi lending authority Iceel. SllA also requests S7.5 bilHcsn for the 504 prograiir 
a 12 pereenl increase over loans m.ade in I A' 2006 - a record year lor 5(l4 lending. 

I inaliy . SB.\ requests an SBIC Delacaiture program til S.i billion. 

In uiidiiioii. this budget w ill ssipport the foilowing; 

• .\ disaster loiiii vtduiitc oTSl .064 billion (the Agency s ten-year av crage Ixiscd 

upe'Mi lA’ 2(Ki5 average activity , excluding the UK' liisasier. adpisted for 

inilation) ( )b\ iously , since 2606 is not incUiiled. this lioes mu include i iurricancs 
Katrina. Kita am) U ilnur hut iloes incitiile the 2604 Morida hurricanes. 

• ( 'otinsciing and training to small Inisiness people Ihiough SB.A's network of 
resources partners in Small Business Development CctUers (SF5F)C). Service (.'orps of 
Retired Ihxeciitives (SCDRb.t. and Women's Business Centers. 

• .Assist federal agencies targeting a total of 4X4 billion in prime federal 
coiilractiiig doilars ui be avvarded to sniull businesses in i-A' 26()X, 

• inv esting in the .Agency 's human capital through jt'b skills training, inenuirmg 
pt'Ograiiis. succession planning, proactive recruitment of highly qualified staff, and 
implementation of an automated personnel records system. 

• .Mainiauuiig cnpdoycc .security through continued implcjncritalioii vh 
Ihesideiilia! I Lmiekind Seeurilv Directive r'12 and support ol' major securiiv 
liisprov cinetils in the headvjuarlcrs building, 

• f 'onliiiuiiig the process of impiementing a loan v'perations .svsEcni to replace 
tfic current outdated sy stent. 

• Inhancing Si?K' oversight and recoveries. 

• I'rov iding a cost cl leciive nticrohnin priigratn. 

• i iintitiuing? ellorls make it easier and luster tor small businesses to comply 
'.v ith gov ernineiit regulations. 

• Inipnn ing .SFTA products, scrv ices and delivery. 
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SliA's biidyel rci-liicst will supixtrl JJZi l-'i ti ihrough llic S;i!iirics Liud 
t'xpcnscs biklyci, 1 hi.', sialtijiij level is an increase oxer both the r\' 2h0(> lev c! asid 
she I h’ 20(17 reinsesS. SH,\ h;«s Ix’en ssble to rcihiec its biRigctai') r«|iiircnie!iis aud 
sfaj'fms! hn cts o\er rceenl yenrs. bnl these increases are neeesssiry to support critical 
o\crsi;S!hl and porUolio nitiiiLiacuieiU ilirielions. Nevertheless, SB.A h:is rnaiisieed 
sipuilleaiit adiniiiistralirc .sa\ inys while inerea.siny linaneiny. estimseliny. and 
etn eninient eontnicliiiy opportunities for small businesses. SBA has hecn 
sSreauiiinin” its operations and chiisiiialiriy eostly and irieilicienl proerams, iue'luJine 
the Soilciuiiiu e.xanipies': 

• I hc Aycney eenirali/eii its iinancial p,rocessine operations, As a resufl 7(ai 
loan li((iiidations cost approxiinalels SIS million less in hV 2lt(lh than lA' 2(H) '< 

• rhe .Aecney crcaled an aiternatise to the f,eiv\l)oc proeram for /ta). Tins was 
more than 2l) limes more csjtensive than SHAl'Nprcss tS4.771 pet loan approved IVir 
LowDoe vs. S227 lor SH.Alixpressl. I.emlers still hare aeeess So the hiehet 85 pereent 
aiiaraulec lor sinallcr loans available through t.owDoe bus benetit I'roin the improved 
process under other 7ia) prodiiels. 

• SB.A eontiriucs to seek opportunities to rcdttee rented space. Hie iiiitiaijvcs 
we liave iiiiplemenicd Ironi lA' 2t)(.U - 2l)0f) resulted in S7.8 million in annual rent 
sa\ tiles. 

IHsastcr 

in the summer of 2t)(K), wc initiated the .Aceclerated Disaster Rcspon.se 
liiitialive to identify ;inij ijnplemeni [iroeess improven tents to help the Agenev 
respond more riiptdiy in assisting small biisinesses and hoineowners seeking financial 
assisianee afier a di.sa.sier. ,-\s a result, the Ac;ene\ fiindamcntalK rccnghtcet'ed its 
disiisliT lotm processing ttperation it) shiirien response times, improve quality , and 
prtw itJe greater borrtiwer .support. Btiseti on euslonier feeiibaek, the .Agency roiled 
out an ‘'integrated leaiii " iriodel. liaeh team eompri.ses ! ,>-t8 emphivees with ic.tiai. 
financial, and other required eouipeienttes to ensure iinicly., coordinated loan 
proee.ssing. (.'ustomet's arc assigned to a ea.se nttituiger on the integrated team so they 
have a single point ot contact th.il is responsible for guiding them through tlie loan 
proee.ss and ensuring that SH A is responsiv e to their timing and other rcqiiiretiicnt.s. 


I Inder the new iiunicl. case manugers now protictivclv coiiluct ap[)licaii’s to 
lieteriiiine what iinpcdiineuls exist to closing loans and utaking disbitrsenieiits. i’or 
example. SH,\ will assist borrowers in identifying focat comjianies that provide title 
anti recording sstv tecs necessary (or loan disbiirsemcnls. 



iii I'lriicr 111 cr-mplcivK'nl SBA's rociiginecred protfss.. (in: /\gciic\ niL-. 
nnplcmciiIi.'J numenui'; UKirivs lo track application status and peiiurrnatKc oi 
cmpiosccs Al! appi icalioiis arc catcgon/cd h\ proccssnm stains ami l>pc *>1 
i'utslaDdiiu; issue I lus pros ides liuniagcincnl ssith ticcessai'y iidoi'iiuxlon U* idenlily 
problem areas and impieiriciii eiinvclicc actions, i'urthcr, producti'. ily is iitemiluicd 
lo ideiUif ' areas that rei]Liirc iiUHiapcincnl intcrvenliun. i'hcse slraieiiics arc ilic 
i’ouudatioii lor im[)ro\ciJ rcspoiisi\cness to borroescr iiced.s, I-'or example, the (iriK' 
needed ior loan inoJiricalioiis tiiat asernired more than d months in July,, now 
axeraee.s S days, and eoiuimies lo decline, Inaddiluwi, ihc I'aektoe oh loans lor 
moriineaUim Isas declined eocr ‘JD jx'reepil since ,luiy. 

.Additumal org.rni/alionai planning measures lo impiane .SBA's disaster 
respoirsc iricUuic dcrciopnienl of models to rapidly I'orecasi loan M iiume ami resource 
teqmrcnicnls ( llnancial. human eapilal. and iogisiiesi to hcKcr position die .Agency lo 
respond to larp.e sc.ile rlisaslers when they strike. Morcsnet, SR.A is nearing 
eimiplction ol'a proiosud lo leverage its llehi nelwork lo improve iocai eoordiiiauon 
and eomtnuiiie.ilion with eiti/ens and other local authoiittes, 

l.A ZiMlS, SlkA expects to iinplcmcnl an iiiicrnel-hascd ctcciromc loan 
applic.Hion process lo ensure lluil borrowers' required iiilormalioii is provided lo 
assess loan eligibilily . i his coinplemcnls SB.A's investniem in the disaslcr compiiler 
system lha! has l.reen tested to support a four-rohi increase in conciinem user capaciiy 
to S.OdO users. I he agency is also evahiaiinvi options to access the private sector's 
skills and resources when vtoaling w iili eaiaslrophic Jtsasler events 

( 'ornplimit and Actountable Oruaiii/.alion 

Vk'ith a guaranteed and direct loan poriusho ol'ovcr S7iv billion. SB.A has a 
critical role as a steward ol the taxpayers' dollars. While the ponlobi) has grown at a 
record pace m recent years, during that lime. SB A is sigiiilieanlly advanettig its risk 
maiiagemciil progiam. By iisiiii: industry ilala and new technology . vvv luive replaced 
llic old, primarily manual processes lor reviewing lender and loan perlonnance with 
aiitoinalcd. qiiaiilttauvc ri.sk-hased melliods. I'liis approach enables SBA to pmdeiUlv 
manage its growing loan and giiaranly portl'oho using nu>re sophisticated modcLs, 

Listed below are the actions Sl!,\ has initiated and pkimied along with specilic 
lunduig reuuesls icganting, it', loan and invesuncilt poi'llolui. 

* investment m lechii olouv lor the loan opera ti ons sv s tent upurade ol 'S4. 1 iiiillion 
in .Seti. (to he eomplcinenlcd by ahoii! S4.2 million in disaster limding) tor piojeel 
matiageniciU support , and to acquire and begin impIcmerUalion td’a sv stein to replace 
-.Sit' ctincnt loan iuloiirtalton system ior both regular loan pirograms and disaster losm 
serviciiyg. ( urrently.. tiic .Agency s business loan operation runs on a (Lohol-bascd 
svsteni vvhicli limits lechnniottica! advancement opportunities and seeuntv- I he oldc’r 
syslcni is also sirtni lic-intiy more cosily to maintain. SB.-\ is makine good progress 
on this major Agenev-wide up.deriaking. which began in lA' ZbOb. and is on track to 
iv completed bv ZlilZ. Requested Lunds tor t' Y ZtlU.S will enable SB.A to tuuili/e die 
hiLsiiics.s vision, dcveieip Ijic protect nianagcnicnt plan, and liiiai leelmica! and 
t Lin c. l i i >i la ! rcLj i n r c m e n i •, 
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• i~\paiiJcti Sl-MC Osv' rsmh L with Si .5 million in S&l: io conliiuic ihc Mikialiori 
coiriMct. Jc'. clop?- <■( liquidaiion plan, aiui implemi*nis an exaniinaiion cotnnict. 1 his 
ii'.vcsimcnt will help maximi/e rccovoticson ihc Si. 5 billion in the (XTice oi 
Lit(iuii;inon, and minuiii/e losses on the S1fh4 billion in oiuslanuing Ics'ciauc and 
eomniilnienls in llie t illice of Opemlion.s. 

• I wan and I ender Monitorinu Svste m and 1 e iule r Rex i lwvs SlfA's Oltiee oi 

[ emier 0\ ei si edit (til ( ) j has a state of the art loan and lender monitorine system lluil 
incorjiormcs eredil hislon metrics for portfolio manacemeiU. The credit inlomialion. 
eombineJ wiih SB.\ lenders' eurrenl and historical perfonnanec. allows ihc .Vecnes 
to assign risk ratings to leiulers Such ratings pro\ide both an usse.ssmeiu and a 
miinilnriisg Uk)! for the most active SB.A lenders, and arc tlie priniars basis by which 
k'wer volume iciiders arc cvalualed. 'These lenders arc titider direct oversight oi'OLf ) 
rather than the prograni oTTiee, la tiddmon, OiJ ) is responsible for coiidiiciitiu ott site 
lender reviews and exuiniiiations. Through T V di.HXx the Agency has not httd 
resources to emuluct as nuiit) rex iews as Jciinmded. I luwvwer. because the Agcncx 
ivectKl) rceeiwd auihurit> for reiinhurseniem Tor the cost oTthosc reviews. SB.A 
piims to conduct additional reviews in TV TOOK. 

• i ender Portal Lenders now liave access to their risk rating.s and performance 
mctticit throiigh oitr lender portal, making it transp.:ircnt to lenders what iltev' arc rated 
on and how they compare with their peers. It allows lenders to adtiress data cjiiahty 
issues to improve their risk rating.s. which the .Agcncs beheves will ultimaleh result 
it: signilleant iiiiprovernents in data quality ’The iiil'ontialioii is also available to 
-SB.A's distriel olTiccs to help identify training oppi'rtuniues I'or tenders. 

• bBICJJ,s]i.iyir]!o.Qii SB.A euirenily oversees approxitnately Sl..s billion in 
SBiC lev erage in its Olliee of l.iqutdaiion and $ 1(,).4 billicm in leverage and 
toniiiitlinenis in its OTtlee ol ( Speralions. ('olleeling on the large ainouiil o! leverage 
oiitstandiiig in the Oflicc- o!'l,if|uid;ition continues to lx- oTguvat concern. 'I'be staff 
liii.s developed ,i comprehensive strategy Tor liquidating this jionfolio cf i!U'c.stincnt.s. 
As part olihis strategy, several pilot initiotives for liquidating SBIC a.ssets are being 
pursued to a.scerlain the mo.st cost elTieient means ol disposing, ol this signiileani 
portrolio. With S2.4 billion in essisnaled losses in the I’arlieipating Securities {f*S) 
program, oveisighl on ilse $]<!.6 billion in oulslaiiding leverage and eoiniiulinenls lor 
tliose SBlCs (ol wTiich almost S7 S billion pertains to the PS pnigrain) remains of 
high imporlanct,’. 

.ii audim.in. SB.A is taking the lead, along with ihc (TTIlcc of Vhinagcmcnt anu 
Budget s ( .itticc ol I cdcrai i-'rocurenient Policy, to work with the comnictinti riuencics 
to ensure accur.u V and traiisixtrcncy oTthc data in the Tederal Procurement Data 
Sv stein-Ncxi ( iciicraticin <T['TTS-N(!), Ihc agencies arc in the process ol'validatine 
ilieir 1 - k' d(.M).s data to identify t.iie reasons for coding diserepaiicics and to correct ari\ 
errors isku occurred. 

.\No in the lederai procuremciil data arena, in TV Tflii? we expect that al! 
agencies subeoiiu acting intonnation will he available in the 1-declionic 
Subcuiitracliijg Rcjiorluig, Svsieru. 
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(’ustomiT-Orii'iitcd 


i lie hilU’wiiiLi arc hieliiinhts ol SBA's plans to tneus its producls vind sera ices 
on uiklcrscracd niarkds: 


• I Apunsion ol lh c ( o in miinilv Ex p ress pilul. i his pilot was Licsipiicd lo reach 
uriclcrsi’rr cd markets and eonihines both capital and technical assastancC lu increase 
the t iabthlt of the busmesses it serces. t he Ap.ciie> is working U> bnuidci! Ictlder 
jKiHicipalion in iito pnxhiel and will seek itnidveiiieni lioni its cc.Htiisetiiig and 
traiiiiiip partners: SHI )( s. S< '< >k!o and Women's tkisiiioss ( enters 

• bADd''>sii‘it.p!’ihc Jorbati Lmivprcncur I’artncrship I hc I rbrm hnsrepiviicntrial 
Partnership it il .P) iniliatic'c is :i community-based rcrerral progijim localed in an 

111 hail settinp. i lie Agency is working to expand the initialii e to adJiliontil cities that 
will ciealc a local network oi' small htisiness resource nnn iders serc ing urban and 
inner-cits conimunilies ( (. l.l'W’iu nrk). us initially ontlinetl by the i'residcni in a 
riresentaiion to lire Xalimwt I a-ban Iwiagiie in dOlM. 

• i xtiaiisiun ol Allcrnalise Wdirk Sites. One ssay the Agettes has made ilscll 
more accessible to small business is to locate ccitain district oil'ice slaiTaway Iroin 
single urban centers to loealions closer to our eiisloniers y'lirrenlls , there are 22 sucli 
allentative wtnk sites its operation. Another 2 are planned by the end ol I'Y 2<.)07. 
SB.A is seeking SI UOdHUl (o set up 7 aduiliona! sites in FY 2008. 

• Business I'rocess Kcciigincciine lorjlic k.ljriecyof.C rtiycnitnean^F e'liLrac'i iim 
Sibl. Business Dev clopnient ((i( ’Hl)t SIlX's rccjnest inekides $50tl,t,M.)() to examine 
how to best serve the 8|a). i Ft iH/one. and Small l')isadvanlaged Business 
communities as well as wcmien and veterans. W'e recognize the Agency can impriwe 
the nianagcnienl ol’these programs, particularly the Sia) prograni, and will use llicse 
resources to determine how to best scree them - whether through stalY realigtinieiu 
and training, or leehnoiogy impnwenients. 

• \'ew Markeis fax .(.dredit Pjik'i- lb (.Iciober, tlic \g>cnc\ launched the \ew 

Markets I ax C redit Pilot l oan Program to pnnkle linaneial assistance to small 
businesses in econoiniealh ihslrcssed urban and rural areas, or "Nesc Markets." I'he 
piliH progtiim allows certain Conimunily l,)e\clopmem i .ntilics to purchase up to btl 
pereenl o( liie grioss loan amount ol'SR.AHxpie.ss or ( ‘ommunitv )■ xpress 7!a) kniits: 
op to made to \\1 i'C ■yiiialified" businesses in low-income eommunities. 

I liese new loans .ire giiaraiileed by the SBA. liy icver.iging the Sli.A' s resources witli 
tlie I reasitry':-, N,\M(’ |irograi)i. tlte pikii will provide addilionai access to loans and 
teciinieai assisiaiiee to boll) start-up and existing small busiitc.sscs in New Markets. 

( nder the progiain. Community Fxpress lenders will assist CDFs ti' pro\ idc srnal! 
(uisiness bon'owcfs with a package ol .serxiees ineUiding rncnlnring. coaehlny ami 
counschag 



* Su bsuK Xhcr ul iKin P r oijraii i, SmLill business loans unjer 

pi'o\ idc u critii’ui level ol capiUil 1o eertuiu sectors in our econoiiis , inany of which are 
in ujKierservcd communities. Our regular 7(a! program reaches many members of 
this conuiiunit) . In f'l' 2(i0(), -I2,7i0 loans, representing 44 jx-vceiit of all 7(a! loans, 
'.‘.ere made al the microluan funding level tSs.s.tlOO or le.s.s). i luuc’. cr. aJditic.nai 
husiiiesscs iti Uirget markets can i>c reaelted through non. batik iiiicrolenders. 

1 lie Microioan program as curremly smicmred is not cost efriciBnl. In FY 2!H)(i it 
cost 8,s cents lo the goc ernnienl for each dollar loaned to a Microioan imernieditiry , 
rherefore. the .Xgency is proposing a vero subsidy microloan program. By raising the 
SCI' prclcrenliai rate at which inlernicdiaries borrow fmm 2.77 percent (below the 
goverraiieiii's cost of iiindst in FY 2008 lo .2.99 percent ( SB.A ‘s tilFin cost ). the 
.Ygeiicy can eliminate the subsidy cost of this prognim and greatly expand funJiiut for 
inicrokxm interiiiediaries. tincrraeJiarie.s will cortiinue lo receive a better than market 
rate 0 : interest on loans and SB.Y will be able lo oUer loans lo any iiitenncdiary 
eligiolc. 

f tiitiicrmore, SB,\ is |iro(>osinu that rather than asking liir \!ier(>l>.'an reeimica! 
■Xssistanec fututitig. SBA should lc\en.tgc the .skills of lechnieal a.ssistaiice resource 
ixiitneni. including the Small Business IX-ielopinciU (.’enters and Women's Bu-sincss 
Cenlcrs located ihioughout the country, to train and etuinscl micrt'lHirrowers. 1 his 
ii;is the potential ol tripling the nuntber (.'foutlcts pro\ icliiig truiiiing lo iiiicro- 
emrepretieurs for microenlerprisc Iratning and will sacc almost SI .2 inillion in FV 
2098. 

• I'TsPiinding, tile Veterans’ Ouitvucli Prograin. Kxpancling the V'eterans’ 
Oitlreach I’logram, I hc SB.\ requests an additional 8500.0(1(1 for the (.ifllee of 
Velerans' Business Deveiopment (i iiVBI)) in I V 2008, W ith the Nation's CltiTeill 
en.gageitieiit in Iraq and its presenec in .Afiihanislan. the number of veterans returning 
Iroiii ueti \ 0 duty w ill eonliriue to increase, .SB.Vs Olliee ot Veterans Business 
DecelopineiU lOVfHD) plans to increase its efforts to educate and provide* programs 
,m<J .serv ices lo i eterans and aclixc duty ftcrsomiel ui ihrcc’ major areas: access to 
capital, tnanageilieul and technical tt.ssistanee. and procurement assistance programs 
through SB.A. other goverilnienl agencies, and the private sector. T he .\gcney will 
.iccottiplish, this throitgh c.xiistiiig loan programs, the disahk-d-vetcran-owned business 
gcwcnimcnt contracting program, a redesigned website poiufiaied with a hrtiad range 
of programs and sere ices acailablc to celeraiis. the dev clopmcni of training and 
mentoring pm.grams for c ctcraiis by \cieraii,s. and fundittg District (ifilces to crow 
veteran-owned business capacity. 
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( )ihcr ciisiomer-focusiHi plans inciudo 

• i ie lpini: i msincs scs wiil i c ompli a nce (h i oti!.:li ih c 24- 7 an ywhe re neve ss ihie 

liusuicss tkuc xcac . SBA rci.|iicsls S4.S tniUion in reimbursable buduct aulhoriu for 
tlic iniualivc lui vcliicii SBA is the inaiiauini! parliier and S425.iK>0 in S&l for 

the [Hojcct management olhee sSBA's coatiibulion as iiiattitgiag partner). Business 
(mtcw.iy uil! pnnide the Xaiinn’s businesses «ith a single, iiiiernet-bused access 
point to gov eminent .serv ices. It will sinipillv tuid improve husiitesscs" ability to 
locale and submit gov eriiiiicnl lonns and reduee the time and effort needed to comply 
with govermnem regulations, iiacSt year. Business (iatevvay will increase the time 
savcvl by business accessing informatir'n and Ifiniis by 50.00(1 liolirs iwer f'Y 2006. 

• I ncre a se acce ss to |-~e de ral pro e iirem en i opno i't uniiie -S hv ad di ng 0 new 
I’roeui'cmenj (’enter Rcprcscyiituliv es in 2007 and dhOS. (Cith total i'edera! eonlntc! 
dollars projceled to increase by 56 [.x'rccm over 2001. the small busiitess share is 
expected to increase to a total oFSSS billion. SB.A's responsibility is to ensure smaii 
business retains access to these opportunities. In addition. SB.A plans (o ensure that 
IH 'Ks arc fiitty devoted to examining contract actions instead of performing other 
.ictivilies- 

.SBA wif: ,iko coniimic she dcvclopincm of the fleciroiiie I’rocurentem C'ciiter 
Oepreseniative Sy slern. Din ing i-Y 20IX), SH.A lx?g.an veorkingon an Idectroiiie 
f’rocurement ( enter Rcprescmaiive ( fl'CR ) System to allow OCRs more timely 
intbnnaiion about conlractina opportunities for small business. It is also working 
w ilh the Depurlmcnt of IXdcnse to integrate f I’C'R functioiiai rec|uireiTienls w ith the 
DDD’s capture ofaddiiiima! prc-solieitatioii inlormation. and expkircJ laossihle 
c.xpansioii of existing shared systems in the Integrated . Vccjiiisiliun Hiiv inminent 
tl.Af ). I hc Agency will prepare :i bicsincss ease and will pursue systems design and 
ticxcltipmem in fV ZtiOS 

SB.\ has pul into produetioii aiitomaicd systems fi>r X(aK SmuH Disadvantaged 
Bu.sincsse.s. and Hl'BZrine tipplicalion.s. and will soon tirmli/e die eleetroiiie review 
and certification processes, 

• liiiDnuc nrocu reine nt seorc eard aee otmlub iiiiv. SB.A is preparing severai 
actions to uiiprovc accountahiliiy in the procurement scorecard. By including training 
by contracting officers on the I'ederal Acquisition Regulation tf AK) 19 and small 
busiiK’ss coniructiiig ssraiegiics to count as part of the agency A achievement status; 
helping agency eomracting officers become more familiar with small business 
cojttfacting: and to help an ageticy meet its procurement scorecard goals, vlcveioping 
a small business contracting course ibr the federal .Acquisition Lhiiversilv. i’reparing 
;) draft rule directing agencies not to award or contititic performance on small 
business sel-asiUc contracts with companies that have been determined to be other 
ilum small, in the event the w inning firm is determined to he other than sinnli the 
eonlraet should be cither re-awarded or rc-cumpciL'd, This would niirror rceeni (i.AO 
Board ol'Conlract .Appeals dccisiotis 


o 



